in ten, 
in ten. 
Salary, 
sharing 
he com. 
on. The 
benefits 
surance, 


is pred. 
oOMpany 
ves that 
>Mpany 
<ecutive 


higher §f 


‘nt and 
ble. 

ik that 
uld be 
ay; the 
nt; top 
Ip pfo- 
nd top 
er cent. 
y every 
irveyed 
cent of 
urance, 
nedical 
it more 
1 3 per 


opular 
uild an 
almost 
ns be- 


cannot 


1 stock 
I] over 
‘s have 
to 100 
panies, 
) to 80 
are in 


53 per 
vidual 
hough 
efer a 
t. One 
ris ob- 
hy of 
ed iN- 
re not 
ork to 


rveyed 
cOrpo- 
r cent, 
uld be 
rpora- 
yrofits. 
25 per 
ts ob- 
sonal 
really 


., 1958 








Western 


{Controllers _ 


Conference 


SEATTLE, WASH. 
JUNE 5-7 











































































COST ACCOUNTING AND COMPUTERS 
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THE SERVICE 
BUREAU 
CORPORATION 








SBC's mcdern IBM installations are available for your use by the hour. 


Now you can get the advantages of the latest 
data processing methods—without a costly in- 
vestment in equipment—through nationwide 
offices of The Service Bureau Corporation, a 
subsidiary of IBM. Processing your reports, re- 
cords, data the SBC way, you pay for RESULTS 
ONLY... your costs are determined in advance 
.and you get your work on time, the way you 
ordered it. 
Find out today why more and more companies 
faced with urgent demands for tighter control 
of costs are turning to SBC. Find out how they 
get the benefits of paperwork mechanization 
immediately—without the headaches or cost of 
“break-in” periods or personnel training. Learn 
how they are profiting by up-to-the-minute in- 
ventory records . . . better production control 
... more detailed sales analyses. Call your local 
office of SBC for more information about this 
modern service, or send the coupon. 


Data Processing by the hour... 
with results assured for you 

















Let SBC do your Data Processing 


* No costly capital investment 
* Costs and results are known in advance 

* Easy to start right away—no costly “break-in” 
* No personnel hiring or training problems 

* Procedures are developed for you 

* Little or no “changeover” headaches 

















1 
: The Service Bureau Corporation, Dept. C5 
425 Park Avenue | 
| New York, N.Y. | 
| Please send your booklet, “Answers Are Our Products,” | 
and the address of the nearest SBC office. | 
| NAME TITLE 
: FIRM 
j ADDRESS 
CITY STATE 
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HOW TO 


PREPARE FOR THE CPA EXAMINATION 





IAS offers an intensive CPA Coaching Course which has produced 


outstanding results. It is available only to competent accountants 


qualified through training and experience to prepare for the 
CPA examination. No attempt is made to teach general accounting; 
the entire course is pointed directly at the CPA examination. 


The need for special 
coaching has been well 
established by innumerable 
experienced accountants 
who have floundered 

in the examination room. 
They knew how to make 
audits but they didn’t know 


(1) how to analyze 
problems for the 
purpose of deciding 
quickly the exact 
requirements. 


(2) how to solve 
problems quickly, 


(3) how to construct 
definitions acceptable 
to the examiners, 


or 
(4) how to decide 


quickly on proper 
terminology. 


IAS IS AN ACCREDITED SCHOOL, ACCREDITED BY THE ACCREDITING COMMISSION OF THE NATIONAL HOME STUDY COUNCIL 


SOCSSHSSHSHOHESHEHEEHOHOHEOEEEOEEOHOOOOOOEEOOOOEOOEEEEEESEOES 


SCeeeeeeeeeeeeseeseeeeeseese 





@ The IAS-CPA Coaching Course has been designed for busy 
accountants. The home-study method of tutoring is ideally 
suited to CPA examination preparation. Maximum use can be 
made of every available hour. 


e The text material consists of 20 substantial loose-leaf 
assignments totaling more than 800 pages. It includes hun- 
dreds of CPA examination problems and questions, with 
solutions supplemented by elaborate explanations and com- 
ments, working sheets, side calculations, and discussions of 
authoritative opinions. 


e Written examinations at the end of each assignment re- 
quire solutions to problems of CPA examination calibre. 
These are sent to the school where the grading, including 
personal comments and suggestions, is done by members of 
the IAS Faculty, all of whom are CPAs. Supplementary 
review material is furnished to those who want to “brush up”’ 
on specific accounting subjects, at no additional cost. 


The IAS booklet, “How to Prepare 
for the C.P.A. Examination” is avail- 
able free upon request. Address your 
card or letter to the Secretary, IAS... 


INTERNATIONAL ACCOUNTANTS 
SOCIETY, INCORPORATED 


A Correspondence School Since 1903 
209 WEST JACKSON BOULEVARD ° CHICAGO 6, ILLINOIS 
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Editorial material in THE CONTROLLER is 
selected in accordance with the following: 





CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 






1. To establish, coordinate and maintain 
through authorized management, an integrated 
plan for the control of operations. Such a plan 
would provide, to the extent required in the 
business, cost standards, expense budgets, sales 
forecasts, profit planning, and programs for 
capital investment and financing, together with 
the necessary procedures to effectuate the plan. 











2. To measure perfo against approved 


operating plans and standards, and to report 
and interpret the results of operations to all 
levels of management. This function includes 
the design, installation and maintenance of 
accounting and cost systems and records, the 
determination of accounting policy and the 
compilation of statistical records as required. 





VNANCE 











3. To measure and report on the validity of 
the objectives of the business and on the effec- 
tiveness of its policies, organization Structure 
and procedures in attaining those objectives. 
This includes consulting with all segments of 
management responsible for policy or action 
concerning any phase of the operation of th e 
business as it relates to the performance of this 
function. 














4. To report to government agencies, as re- 
quired, and to supervise all matters relating 
to taxes. 






5. To interpret and report on the effect of 
external influences on the attainment of the 
objectives of the business. This function in- 
cludes the continuous appraisal of economic 
and social 
ences as 
business. 








forces and of governmental 
they affect the operations of the 


influ- 







6. To provide protection for the assets of 
the business. This function includes establish- 
ing and maintaining adequate internal control 
and auditing, and assuring proper insurance 
coverage. 
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“I don’t know how we ever 


got along without it” 


R. E. GINNA, Chairman of the Board 
Rochester Gas & Electric Corporation 


thanks to XEROGRAPHY 








“We speed paperwork duplicating in every one of our 27 major 
departments—and always get copies precisely like the original” 


“Speed and low cost are xerography’s 
chief assets as far as we are concerned,” 
says Robert E. Ginna, chairman of the 
board, Rochester Gas and Electric Cor- 
poration. 

“Because of them, we’re doing things 
today we never could have considered 
before. On the basis of xerography’s 





e Xerography copies anything written, 
printed, typed, or drawn © Same, en- 
larged, or reduced size ¢ Copies onto 
all kinds of masters— 
paper, metal, spirit, trans- 
lucent—for duplicating 
Copies line and halftone 
subjects. 


present performance, we’re saving up- 
wards of $50,000 a year over the cost 
of former copying methods. 

“As for quality, it’s the highest.” 

The Rochester Gas & Electric Cor- 
poration uses XeroX® copying equip- 
ment to speed paperwork in every one 
of its 27 major departments. Typical 
applications are charts and engineer- 
ing drawings, internal forms of all 
kinds, reports, flyers, employee com- 
munications, correspondence, advertis- 
ing layouts, etc. 

RG&E prepares 50 to 125 offset 
paper masters daily by xerography at 
savings of $2.30 each over previous 


methods. “I don’t know what we’d do 
without it,” says Mr. Ginna. 

Xerography can help you, too. Write 
for proof-of-performance folders show- 
ing how xerography is saving time and 
thousands of dollars for companies of 
all kinds and sizes. 


HALOLD XER OZ ERC. 
58-121X Haloid Street, Rochester 3, N. Y. 


Branch offices in principal U. S. and Canadian cities 


HALOID 
XEROX 





























ACCOUNTING RESEARCH AND POLICY 


Editors, THE CONTROLLER: 


I have just read with a great deal of 
interest the report of the Second Joint 
Committee on Long-Range Research Ob- 
jectives for Controllers Institute of Amer- 
ica and for Controllership Foundation, 
Inc. I have always been an enthusiastic 
supporter of the work being done by 
Controllership Foundation. I commend 
them for their past —— and 
for their planning for the future. 

Included in the text of their report are 
the following statements: “The field in 
which controllership exerts its guiding 
and coordinating influence is the science 
of business management.” “We 


also believe that the Institute's research 
must place primary emphasis on manage- 
ment problems and the contribution of 
controllership to their solution as dis- 
tinguished from the mechanics of gather- 
ing and processing information.” 1 have 
been in wholehearted accord with the 
above statements, but wonder if one par- 
ticular area has not been voter We in 
the past activities of Controllership Foun- 
dation as well as in their future planning. 

I am sure that we are all familiar with 
the work that has been done by the Com- 
mittee on Research of the American Insti- 
tute of Certified Public Accountants, 
which from time to time issues policy 














CHICAGO : 





f 
Bao 


Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 
Industrial Engineering 


For, Bacon & Davis 


Engineers 


39 BROADWAY, NEW YORK 6, N. Y. 
LOS ANGELES 











financial statements. The research bulle- 
tins issued by the AICPA cover such 
items as what properly may be classified 
as current assets, the treatment of govern- 
ment securities on the balance sheet, in- 
ventory pricing policies, the handling of 
contingency reserves, proper methods of 
depreciation and the handling of the so- 
called accelerated methods of deprecia- 
tion as well as the question of deferred 
tax liability as a result of such accelerated 
depreciation, and many other topics. 

It has long been the accepted theory 
that the balance sheet and profit and loss 
statement published by a corporation is 
primarily prepared by the corporation 
and is examined and certified to by the 


certified public accountant. I would like q 


to also point out that the most interested 


party to what this balance sheet says 7 
should be the corporation and its manage- 7 
ment. The basic accounting theories and ~ 
policies used in preparing financial state- 7 
ments are very important to the company © 
and to its management. These statements ~ 
are used as the basis for securing loans, 


the establishment of credit, the paying of 


taxes, the negotiation of union contracts, ” 


the payment of incentive compensation, 


decisions on the part of stockholders to © 
buy or sell securities and countless others, ” 

The independent certified public ac- 7 
countant admittedly has an important stake 
in the formulation of these policies and © 
practices. On the other hand it has seemed 
to the writer that those of us in manage- ~ 





Readers of THE CONTROLLER 
are invited to express their reac- 
tions to articles appearing within 
our pages. Letters will be welcomed 
for inclusion on this page and must 
bear the writer’s signature and ad- 
dress (which will be withheld if so 


requested). The Editors 





ment and in controllership work have been 
too ready to let the certified public ac- 
countant determine what these policies 
and practices should be. I am sure that 
most controllers have experienced dis- 
cussion with their auditors where the 
auditors are quoting rulings from the 
AICPA which did not seem to be the 
practical or realistic approach to the pat- 
ticular problem which the controller 
faced. 

In a recent issue of the Journal of Ac- 
countancy some discussion was rovoked 
regarding the possibility of the AICPA 
establishing a research foundation for the 
purpose of studying these problems more 
carefully. It seems to the writer that it is 
time that management had a chance to 
express its views regarding some of these 
decisions and that, it would seem, could 

(Continued on page 198) 
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statements for the accounting profession — 
on the treatment of various items in the — 
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Melvin C. Holm, Vice President and Treasurer, Carrier Corporation 


“Moore forms helped us cut inventory 18%” 


CONTROL SPEEDS CARRIER MARKET FORECASTS, PLOTS PRODUCTION FOR ON-TIME SHIPMENTS 


A new Planning and Production Control System gives 
Carrier Corporation a competitive edge by speeding ship- 
ment of its air conditioning units. Sales forecasts — the first 
stage of production planning — are faster and closer to the 
market picture with scientifically designed forms that organ- 
ize and expedite paperwork. Determining material and 
manpower requirements follows the forecast. 


Next a Parts Requirement Record, run off from punched 
cards and using an IBM 650 computer, schedules quantities 
of components and completion dates. Parts arrive on stag- 
gered schedule for uninterrupted work flow. The Record is 
a 4-part Moore continuous form, the fast-moving Speediflo. 
It is the company’s control in print. 


This kind of automated control keeps inventories to a 


Build contro! with 


minimum and reduces warehouse footage. It has released 
capital for other uses and reduced seasonal loan require- 
ments. Overproduction is less likely since forecasts are up- 
to-date. Slowdowns caused by late or missing parts are 
minimized. Earlier deliveries can be promised — and met. 


The Moore man helped in scientific design 
of procedures and forms tailored to this Au- 
tomated Data Processing (ADP) system. For 
more examples of form-system improvement, 
write on your letterhead to the Moore office 
nearest you. 


Moore Business Forms, Inc., Niagara Falls, N. Y., Denton, Tex., 
Emeryville, Calif. Over 300 offices and factories through- 


; ~s 
out U.S., Canada, Mexico, Caribbean, Central America. oo 


MOORE BUSINESS FORMS 
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best be done through Controllers Insti- 
tute. It would seem that the gradual 
evolving of accounting theory should be 
the results of the best thinking of both 
the certified public accountants and the 
controllers of American business. Both 
points of view should be heard and the 
est possible solution adopted. 


RICHARD N. ALLEN 
Central Soya Company, Inc. 
Fort Wayne, Ind. 


Readers of Mr. Allen’s letter will be 
interested to know that close cooperation 
now exists between the American Institute 
of Certified Public Accountants and Con- 
trollers Institute of America through the 
latter’s Panel on Accounting Procedures, of 
which Thomas M. McDade, controller, 
General Foods Corporation, White Plains, 
N. Y., is chairman. In addition, corporate 
controllers are represented, in effect, in the 
recently constituted Accounting Research 
Study Committee of the AICPA, on which 
Dudley E. Browne, vice president-finance 
and controller, Lockheed Aircraft Corpora- 
tion, Burbank, California is serving. Mr. 
Browne is immediate past president and 
currently board chairman of Controllers 
Institute. An item concerning this new body 
appeared on page 57 in the February 1958 
issue of THE CONTROLLER. 

—The Editors 


[E-COMTROUER ............. 


Forthcoming Features 


IN THE CONTROLLER 


% AN APPROACH TO PRACTICAL BUDGETING 
%e THE COST OF CAPITAL FUNCTION FOR A FIRM 


%& THE ADVERTISING BUDGET 








PERMISSION GRANTED 
Editors, THE CONTROLLER: 

In a future seminar to be held in Mont- 
real, Canada, one of our speakers is Dr. 
George Moller, who has an article en- 
titled ‘Try Budgeting for Return on 
Capital Employed” in the March 1958 
issue of THE CONTROLLER. We would 
like to have your permission to reprint 
this article on our own—approximately 
45 copies—to be distributed to the regis- 
trants of this one seminar. 


J. W. V. O'BRIEN 
American Management Association, Inc. 
New York 





Editors, THE CONTROLLER: 

We would like to have permission to 
reproduce the article ‘Inflation in Busi- 
ness”” by Leonard Spacek which appeared 
in the December 1957 issue of THE CON- 
TROLLER. It is our intention to distribute 
copies to certain Bell System employes 
and to a limited number of ‘outside’ 
business and professional men. 


R. H. CREPsS 

American Telephone and Telegraph 
Company 

New York 
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RE: ROI 


Editors, THE CONTROLLER: 

We are interested in contacting indi- 
viduals who may be available on a part. 
time basis in connection with our firm’s 
study of the subject of return on invest. 
ment. Preferably, these should be men 
with research or corporate experience and, 
presumably, the individual we seek js 
now teaching at a college or university 
and has demonstrated interest in the sub- 
ject. L. H. 

At least three possibilities exist among 
recent contributors to THE CONTROLLER, in 
which we have published manuscripts by 
Dr. Edward G. Koch of the University of 
Toledo (“The Use of Management Yard- 
sticks for Capital Expenditure Decisions’— 
January 1958); John A. Griswold of the 
Amos Tuck School of Business Administra- 
tion, Dartmouth College (“More for Your 
Capital Dollar—Finding the Realistic Rate 
of Return’”—October 1957); and Louis O. 
Foster, also of the Amos Tuck School 
(“Rates of Return: the Effects of Borrow- 
ing’’—August 1957). —The Editors 


RED-FACE DEPARTMENT! 


Editors, THE CONTROLLER: 

As one who appreciates how easy it is 
for small errors to creep into any written 
tract, let me try to be the first to tease you 
about the item on page 143 of the March 
issue of THE CONTROLLER (‘‘People and 
the Controller” by George K. Bryant). 

What strikes me as especially amusing 
is that the article states that these people 
were selected for the management training 
programs because it was felt that they 
demonstrated definite management poten- 
tial. This would certainly appear to be 
true, for never have so many been pro- 
moted from so few! Further, nine of the 
eight (approximately) were transferred to 
other positions for broadening experience, 
four became general managers of major 
operating units and five have since become 
vice presidents of the company . . . and 
only four have left the company and in 
all cases for better jobs elsewhere. Not 
only does this imply something about 
vice presidents, but the next sentence, 
“this is quite a record’’ really seems a bit 
understated! 

Seriously, I sympathize with you over 
the “cursed spite” that causes typesetting 
errors, but I couldn't resist the opportunity 
to point out how very important a poor 
little “‘y” can be. 


WILLIAM J. VATTER 

School of Business Administration 
University of California 

Berkeley, California 


P.S. This proves at least that educators 
read THE CONTROLLER! 


Evidently we “mind our p's and q's” but 
neglect the poor little y's’! Here's the cor- 
rection, readers—" ... of the 80 people, 
38 have been promoted.” —The Editors 
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nor inspiring, is practical. It accepts people as they are and 
recognizes particularly that most people prefer to be led. It 
also faces the fact that there is a dearth of leaders in indus- 
try now and in the foreseeable future. It is, in the final 
analysis, simply a technique for ‘making the best of the 
worst.’ 

“What benevolent autocracy offers is not a beautiful vi- 
sion of a world to come. Instead, it simply accepts reality 
with all its limitations. While hardly a noble philosophy of 
management, it does have one invaluable attribute: where 
it has been tried, it works.” 


The “Good Old Days” 
Benevolent Autocracy vs. It has been observed before that the traditional ‘‘good old 
“Bottom-Up” Management days” appear to be ‘‘good”’ because they are ‘‘old’’ and, thus, 
During recent years, there have been frequent espousals susceptible to the vagaries of memory and a tendency to 
of the bottom-up approach to corporate management. forget the unpleasant aspects of a bygone day. An item in a 
Broadly, this management philosophy contemplates the recent issue of T7me, commenting on the conditions in exist- 
fullest possible participation by each of the company’s ex- nce when that weekly news magazine was inaugurated 35 


ecutives, supervisors and employes in the decision-making Y€fs ago, brings into sharp focus the fact that a third of a 
century ago something was indeed good, namely, taxation. 


rocess. 
, Is it realistic? Do employes actually want to accept real For example, in 1923, the British Chancellor of the 
responsibility for the success of the enter prise? Exchequer, Stanley Baldwin, reckoned the per capita taxa- 

These questions are raised by Robert N. McMurry, per- tion of Great Britain at $55 direct and $30 indirect. Things 
sonnel and industrial relations counsel, in a recent issue of | were even better on this side of the Atlantic: in the United 
the Harvard Business Review. A further question raised by States per capita taxation was $13.60 direct and $12.70 
Dr. McMurry, who is a senior partner of McMurry, Ham- _ indirect. Verily, those were indeed good old days. 
stra & Company, asks whether “benevolent autocracy’’ holds 
more nae of working and if so, how should it be put Merit-Rate Yourself, Mr. Controller 
into operation. 

In the summary of his article, Dr. McMurry declares that 
“since so many members of lower, middle and even top 
management in the typical large business enterprises of 
today are dependent, insecure, and ineffective—productive 
only because they are bossed by one or two hard-driving 
strong autocrats—the outlook for the widespread introduc- 
tion of a genuine humanistic, democratic-participative phi- 
losophy of leadership in the near future looks dim indeed. 

“But benevolent autocracy, while it is neither idealistic 





Discussing financial management for an electronic age, 
Wilson Seney, senior consultant with McKinsey & Com- 
pany, New York, presented a profile of tomorrow's non- 
electronic controller in the course of a feature article in the 
February issue of Dun’s Review & Modern Industry. 

A highlight of the article was a series of 14 merit-rating 
questions about corporate controllers. With permission of 
the author and Dun’s Review, we reprint them below as a 
“do-it-yourself” examination by the corporate controllers 
and financial officers among our readers. .—PAUL HAASE 





DO-IT-YOURSELF EXAMINATION 
OR DO YOU... 


believe that your job is done when you issue the usual financial 
statements as a check on the decisions and accomplishments of 
operating executives ? 


SO YOU... 


understand that company executives need your help in making 
decisions ? 











help to define the kinds of decisions required before providing expect to confine your efforts to “putting the dollar sign” on 
applicable figures ? plans, after all basic decisions have been made by other men? 


tailor accounting practices to the specific requirements of the insist on applying the same chart of accounts and the same ac- 
counting procedures to a variety of situations ? 











operations being reported and controlled ? 





provide needed information at reasonable cost ? fail to provide needed information through false economy ? 


conceal needed information within voluminous and confusing 
reports ? 











provide needed information in clear and useful form ? 








help managers to delegate authority and hold people accounta- fail to provide “responsibility accounting’’ as a service to man- 
ble for results ? agement ? 

respond promptly and effectively to requests for special studies keep your organization so bogged down with routine work that 
and information of current interest to management ? you are unable to provide special information when needed ? 
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Ny Here is the 


ADVANCED 


Calculator that 


turns time into money 


In speed, in accuracy, in overall performance, 
Monro-Matic® Calculators are far ahead. Where 
other calculators depend on human decision, 
Monroe Calculators work automatically saving 
time, saving money, reducing errors. 


Monro-Matic Calculators are being bought today 
by top companies like these: 


© comtmmenras | Samberiu-Clark 
CAN COMPANY E corporation See \ 
For the greatest savings... choose the world’s S 
most advanced calculator... P / 
See the MAN trom MONROE 
y ADDING - nccounliin 


Monroe Calculating Machine Company, Inc., Orange, New Jersey A DATA PROCESSING MACHINES 


Offices for sales and service throughout the world 
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Cost Accounting and Computers 


Maurice S. Newman 


§ EXECUTIVE MANAGEMENT becomes 
A more professional in its approach to 
business problems, it becomes more im- 
portant to be able to provide cost infor- 
mation for specific purposes such as man- 
agement decisions and annual planning 
as well as for the historical purposes of 
estimating selling prices, determining 
profits, pricing inventories, and control- 
ling costs. The purpose of this article is 
to review the basic cost accounting re- 
quirements and to point out how elec- 
tronic equipment may be used to meet 
management needs in this area. 

The need for comprehensive cost ac- 
counting is greater today than ever be- 
fore. Plans need to be related to achieve- 
ment at all levels of the organization 
and, if the desired goals are not realized, 
it is necessary to determine whether the 
plans were unrealistic or whether the 
failures were due to circumstances which 
might have been controlled. It is possible 
to meet all these basic objectives with one 
standard cost system. Not only is this 
more efficient but management could be 
sure that the costs on which they were 
basing decisions would be reliable and 
inclusive as they would be an integral 
part of the financial and operating state- 
ments. 


WHY ARE NOT MORE INSTALLED? 


If there is a need for multipurpose 
cost systems, then why have they not tn 
installed in more companies? There is no 
ready answer to this question as it in- 
volves a number of cae reasons, in- 
cluding the evolution of cost accounting 
theory. Cost accounting received its initial 
impetus from the desire to set selling 
prices which would provide an adequate 
Margin over costs and this is still the pri- 
Maty purpose of many cost systems sedi 
The need also arose in manufacturing op- 
erations for pricing the finished-goods 
inventories and the work-in-process in- 
ventories so as to be able to determine 
profits. 





A further development was the use of 
standard costs for cost-control purposes 
so that the actual manufacturing costs 
could be compared with the standard 
value of the work performed and in re- 
cent years we have seen a much wider 
use of cost information for planning. 

Quite often the purpose which moti- 
vated a company to install a cost system 
became the only purpose for which it was 
used. It was not that these companies 
were unaware of the possibility of using 
their cost system for other purposes, it 
was more likely that they were conscious 
of the amount of clerical detail that 
would be required each month if they 
adapted their cost system to these other 
purposes. The cost of such clerical work 
might easily outweigh the advantages to 
be gained, but with mechanization, this 
factor becomes less important. Once the 
basic cost accounting information is re- 
corded, it can be reprocessed at nominal 
cost to meet all the basic objectives of 
standard cost accounting. 


DIFFERENT BASES POSE PROBLEM 
One of the difficulties to be faced in 

mechanizing cost accounting is the fact 

that costs for different purposes have dif- 








we COMROUR.............. 


Basic cost accounting involves re- 
petitive processes which could 
better be done by computers 


ferent bases. In the case of pricing inven- 
tories and determining profits, they are 
based on past or historical costs. In the 
case of cost control and for setting sales 
prices, they are based on present costs; in 
the area of management decisions and an- 
nual planning, they are based on future 
costs. If these costs are to be used for dif- 
ferent purposes, it should be possible to 
revise them at will to reflect either past, 
present, or future volumes and price 
levels. This is easy enough to do when 
setting sales prices or planning a new fac- 
tory as such studies are usually separate 
analyses and approximations are generally 
satisfactory. The difficulty arises in using 
these costs for cost-control purposes in a 
company with numerous products in its 
line. 

The annual revision of these standard 
product costs can be a sizable undertaking 
and is not something that can be done 
readily every time there is a price change 
in one of the raw materials, even though 
this might be desirable for pricing pur- 
poses. Companies which use raw materials 
that fluctuate widely in price seldom op- 
erate a standard cost system for material 
cost-control purposes although they may 
do so to obtain control of other manufac- 
turing costs. 
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SCOPE AND SPECIFICATIONS 

Cost accounting is an intricate opera- 
tion and is one of the more highly techni- 
cal fields in the financial area. It has 
drawn heavily from two of our major 
disciplines, engineering and accounting, 
and this professional marriage has been a 
significant factor in the forward progress 
of American industry. 

A good cost system must have a sound 
foundation. A standard cost system is in 
essence an intricate conceptual model of a 
company’s manufacturing operations. It 
represents the inventories of raw material 
and work in process; it mirrors the pro- 
ductive capacity of the various operations ; 
it translates the operating costs into prod- 
uct costs for pricing inventories; and it 
translates the product costs into operating 
standards for measuring performance. 

Standard costs have a strange fascina- 
tion for the industrial engineers and cost 
accountants who work with them in that 
there seem to be no limits to their use and 
no boundaries to their value. As soon as 
standard costs are set up as a target for 
performance, the industrial engineers 
have a goal to aim at in reducing costs 
and increasing efficiency. This moving tar- 
get has had much to do with the annual 
increase and productivity which in turn 
has been largely responsible for the re- 
markable rise in our standard of living 
in this country. 

Just as in the case of price changes, it 
has not been possible to revise the stand- 
ard product costs every time a change has 
been made in the manufacturing proc- 
esses, although many such changes might 
be made in the course of a year. Supple- 


small shots 


mentary computations on the effect of 
such changes are usually made in order to 
maintain the effectiveness of the cost con- 
trol, but it is quite clear that cost control 
would be improved if the standard prod- 
uct costs could be revised whenever per- 
manent changes are made in the manu- 
facturing processes. 

There is much to be said also for the 
use of current standards for pricing in- 
ventories each month. As the standard 
costs are usually revised to coincide with 
the close of the fiscal year, this would 
have no effect on the annual operating 
statements, but it would bring the 
monthly operating statements more into 
conformity with the annual statements. 
The use of current replacement costs af- 
fords a better indication of profits cur- 
rently earned on the manufacturing opera- 
tions and effectively segregates those 
profits or losses accruing from abnormal 
inventories presently owned. 

It is quite likely, therefore, that the 
presently accepted practice of revising 
standard product costs only once a year 
or, in many cases, less often than that is a 
compromise between what management 
really needs and the fact that excessive 
personnel costs would be incurred if the 
standards were revised whenever there 
are major changes in volume or prices, in 
overhead budgets, in labor rates, in meth- 
ods of processing, or whenever new ma- 
terials are substituted for those presently 
in use. If these excessive personnel costs 
could be avoided through the use of com- 
puters, it stands to reason that a program 
of monthly revisions would more ade- 
quately meet the needs of management. 
If the end product can be improved 
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without a substantial increase in the cos 
of preparation, such a program would be 
desirable indeed. 


COST ACCOUNTING FUNCTIONS 

A considerable part of the professional 
and technical skill required in cost a. 
counting goes into the development of 
the cost accounting system. The industrial 
engineer sets the standards, the account. 
ants develop the system and procedures, 
and the production managers prepare the 
budgets. Such functions are not likely to 
be mechanized for many years to come, 
It is with the other functions such as the 
valuation of production, the pricing of in. 
ventories, the determination of Operating 
variances, and the revision of standards 
wherein the potential for mechanization 
lies. 

If these functions are analyzed care. 
fully, it is evident that basic production 
and cost data are being reprocessed into 
many shapes and forms. At least one fac- 
tor in every calculation is one that has 
been worked with for many months or 
for many years. Many of these factors are 
so standard that preprinted worksheets 
are used, and each week or month new 
production figures are set down on these 
sheets to be turned over to comptometer 
operators for extension and totaling. As a 
result of these voluminous calculations, 
inventories are finally priced and the op- 
erating variances are determined. The 
next month the same processes will be 
used, the same factors will be required, 
and only the production figures will 
change. 

There is also a tremendous amount of 
reprocessing in the procedures for revis- 
ing standard costs. When companies make 
an annual revision, they may make some 
changes in volume estimates and in 
prices, but the quantity factors are usually 
the same, subject to only minor revision. 
The quantities of raw materials used in 
the product this year will be the same as 
used last year and the amount of labor 
required to process a product in each stage 
of manufacturing will be the same this 
year as it was last year. Technological 
changes do occur, of course, and substi- 
tute materials are developed from time to 
time, but these are not usually sweeping 
changes across the board and adjustments 
can be made for them as they occur. It is 
fair to say then that the quantity factors 
in the standards are relatively stable and 
that the changes can be recognized as they 
take place. ; 

The problem of revision stated in sim- 
ple terms is to substitute new prices of 
rates in the cost equations and to calculate 
the new results. The extension of the 
former quantities times the new prices 
will provide the new standard costs. 
Stated in these simple terms, it is easier 
to see how the greater part of the work of 
revising standards could be performed 
mechanically. Each standard product cost 





XUM 


the cos 
WOuld be 


NS 
fessional 
Cost ac. 
Ment of 
rdustrial 
account. 
cedures, 
pare the 
ikely to 
0 come, 
h as the 
g of in- 
erating 
andards 
1ization 


d care. 
duction 
ed into 
ne fac- 
rat has 
iths or 
Ors are 
ksheets 
h new 
1 these 
ometer | 
yr, Asa 
ations, 
he op- 
. The 
ill be 
juired, 
; will 


int of 
revis- 
make 
some 
d in 
sually 
ision. 
ed in 
ne as 
labor 
stage 
- this 
gical 
ibsti- 
ne to 
ping 
lents 
It is 
ctors 
and 
they 


sim- 
5 of 
late 

the 
“Ces 
sts. 
sier 
< of 
ned 
cost 





¥UM 


is a summation of various quantity times 
price factors, each of which has to be 
computed independently and added to- 
ether in order to arrive at the total cost. 
On the other hand, many of these indi- 
vidual cost equations are repetitive in that 
they may appear in many product costs, so 
that they should not need to be computed 
more than once, only used more than 
once. 

A similar situation exists in the pricing 
of inventories. The quantities and values 
that are obtained as the end products of 
one month’s operations become the input 
for the next month’s operations. The 
mere transcription of these quantities and 
balances from one worksheet to another 
may be a sizable effort. To the extent 
that we can avoid such transcription, we 
can avoid a considerable amount of cleri- 
cal effort. 


PRIMARY THESIS 

This leads then to the primary thesis 
of this article which is that the basic cost 
accounting functions involve a tremen- 
dous amount of manual reprocessing of 
basic data which, if properly organized 
and programmed, could be done more ef- 
ficiently by the use of computers. Outside 
of the preparatory and development work, 
which is highly technical, most of the cost 
accounting performed from month to 
month consists of manipulating this basic 
data, together with current production 
data and inventories of the preceding pe- 
riod, in order to determine new inventory 
balances and departmental operating vari- 
ances from standard. When the time for 
revision comes around, these basic data are 
again manipulated, together with new 
prices, and perhaps changed volume lev- 
els, to obtain the new product costs. 

If these basic data such as the quanti- 
ties of labor and material required in each 
product, together with the type and 
prices of material and the applicable labor 
and overhead rates can be stored either in 
cards or on magnetic tape, it is not too 
difficult to visualize that changes in the 
prices er labor rates could be recorded 
and that new standard product costs 
could be developed with a minimum of 
effort. This has been done with tabulating 
equipment and is even more efficient 
when computers are used. With these new 
costs stored in the computer, together 
with the inventories of the preceding pe- 
riod and current production information, 
the routine functions of (1) valuing pro- 
duction at standard, (2) assembling the 
Operating costs and material allowances by 
cost center, (3) the comparison of these 
costs with the actual costs, and (4) the 
determination of the operating variances 
can be performed efficiently by a small- 
scale computer. 


TECHNICAL DESIGN OF SYSTEM 

The actual design of a cost accounting 
system is technical and tedious. The vari- 
ous steps involved are: 


STRIKE BENEFITS RULED TAXABLE 
A United States district judge has ruled that strike bene- 
fits are taxable. The decision reverses that of a federal court 
jury which ruled in November 1957 that strike benefits were 


gifts and therefore tax free. 


The case was brought against the Government by a 
former Kohler Company worker who went on strike with 
Local 833 of the United Auto Workers in 1954—the em- 
ploye received $565.54 from the Union in food vouchers, 
clothing and rent payments in 1954. 

On his income tax form he listed that amount as a gift 
but the Government assessed him $108.00 plus interest. 
The employe paid and took the case to court. Although he 
won his case, the Government held up his refund pending 
a request that the district judge review the jury's decision 


and issue a directed verdict. 


1. Construction of a chart of accounts 
2. Preparation of budgets 

3. Selection of cost units 

4. Selection of product units 

5. Establishing conversion factors 

6. Product specifications and standard 


costs 
7. Determination of operating vari- 
ances. 


CHART OF ACCOUNTS 

The chart of accounts should reflect all 
the various organizational units which 
need to be recognized for cost accounting 
pene: so that the actual expenses may 
e collected, not only according to the 
nature of the expense but also by these 
organizational units. The units used for 
budgeting manufacturing costs and de- 
termining the costs of individual opera- 
tions are commonly called cost centers, or 
service centers, and may be considerably 
smaller than the organizational units rec- 
ognized for budgetary control purposes. 

The selection of the appropriate cost 
centers should be made carefully so as 
not to create unnecessary work in coding 
the manufacturing expenses and each cost 
center should be the responsibility of a 
single individual. There should be enough 
similarity of operations so that the costs 
can be distributed to the products equita- 
bly and no cost center should straddle an 
inventory point. Such inventory points as 
may be recognized should occur at the end 
of one cost center and at the beginning of 
the next one. There will be no particular 
value in developing a material variance 
between various stages of the process un- 
less such variance falls clearly within the 
responsibility of a single individual. 

Careful consideration should be given 
to the selection and grouping of the nat- 
ural expense accounts. It is desirable to 
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reflect the various elements such as direct 
labor, indirect labor, variable and fixed 
expenses. It may also be helpful in cer- 
tain situations to classify the various items 
of overhead as between labor overhead, 
material overhead, and machine overhead. 
The proper classification of fringe bene- 
fits and service department costs will also 
need to be considered at this time. 


PREPARATION OF BUDGETS 

If the company has previously had ex- 
perience with budgetary control, the prep- 
aration of budgets for each cost center 
will not be too difficult. The budgets 
should be prepared by the supervisors of 
the various cost centers and should be re- 
viewed by their immediate superiors. If 
an organization has had no prior experi- 
ence with budgeting, this phase will be 
more difficult. 

A budget will be required for each op- 
erating cost center and for each service 
center. Units such as a repair shop or an 
electrical shop should have their own in- 
dividual budgets together with a proper 
basis for charging such services to the op- 
erating cost centers. A service center may 
be created for all the building costs so 
that these costs may be charged to other 
operating and service centers at an estab- 
lished rate per square foot. When all the 
service center budgets have been prepared 
and these costs have been charged to the 
operating cost centers on the basis of esti- 
mated usage of such services, the budgets 
for the operating cost centers can be com- 
pleted. 


SELECTION OF COST UNITS 
When the manufacturing budget has 
been assembled and approved, particularly 
in relation to such factors as volume and 
(Continued on page 206) 
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product mix, the next stage is the selec- 
tion of cost units. A cost unit is a unit 
usually of time, but not necessarily so, 
over which the costs of a cost center 
would be expended equally with another 
such cost unit. Cost units may be labor 
hours, labor dollars, machine hours, pro- 
ductive hours, or many other appropriate 
bases. If a labor hour is used as a cost 
unit, it is assumed that all other costs ex- 

nded in that cost center, such as sup- 
plies, light, power, depreciation, super- 
vision, and other such costs, are expended 
equally per labor hour. In many cost cen- 
ters, the machines are the controlling fac- 
tor so that a machine hour might be used 
instead of a labor hour. 

As certain overhead items may vary 
with labor and other overhead items may 
vary with machines, and if the amounts 
of these items are significant, it may be 
desirable to have more than one cost unit 
in each cost center although a labor hour 
and a machine hour can quite often be 
combined into a productive hour as a 
common cost unit. In certain cost centers, 
it may be possible to use as a cost unit 
some unit of measure identifiable with the 
product, such as feet, or pounds, or 
square feet, instead of labor hours or ma- 
chine hours. Wherever this can be done, 
it is desirable to do so as it will eliminate 
a number of conversions in the subse- 
quent processing. 


SELECTION OF PRODUCT UNITS 

Once the cost units have been estab- 
lished for each cost center, the product 
units should also be determined. For each 
product that is processed in each cost cen- 
ter, some unit should be selected which is 
clearly identifiable with the product in 


that stage of processing. This need not, 
however, bear any relation to the finished 
roduct. A good example of this would 
ae in the textile industry where yarn spun 
is usually measured in pounds whereas 
the finished cloth is measured in yards. 

If it is possible to use one product unit 
for all products that pass through a cost 
center, so much the better, but it may be 
necessary to use several product units, or 
to select a particular product unit and 
equate all other products to it. This rela- 
tionship may be expressed in a conversion 
factor so that the production of unlike 
items may be converted into production 
of equivalent product units. If, for in- 
stance, a particular product requires twice 
as much work as the base product, the 
production of this other product would 
be doubled in the computation of the 
production of the period stated in ‘‘base 
units or equivalent.” 

When these product units have been 
determined, the estimated volume of the 
various products can be converted into 
the volume of product units which will be 
processed in each cost center, and this 
volume will necessarily have to absorb the 
budgeted costs of each particular cost 
center. If the cost unit and the product 
unit are the same, as may be the case if 
the cost unit is identifiable with the prod- 
uct, the costs applicable to each product 
unit can be obtained by dividing the total 
cost of each cost center by the volume of 
product units. If they are not the same, 
which is usually the case, conversion fac- 
tors will be required to convert product 
units into cost units. 


ESTABLISHING CONVERSION FACTORS 
This stage is purely mathematical in 





“When you men test this area for radiation, look out for poison ivy!” 


THE CONTROLLER.......... pasa 





iia ii allah ci MAY 1958 





206 


that the relationships between the cost 
units and product units in each cost cen. 
ter have to be determined from a study of 
the production process. If the cost unit is 
a machine hour and the product unit js 
1,000 feet of product X, the relationship 
can be determined by the number of feet 
of product X processed by one machine 
in one hour. If 400 feet are processed in 
one hour, the relationship of cost units to 
product units is two and one-half to one, 
If the budget calls for 10 million feet of 
product X to be processed, this can be 
stated as 10,000 product units or 25,000 
cost units. Product units can be converted 
to cost units, or vice versa, by the use of 
this factor or its reciprocal. When all the 
product units have been converted to cost 
units for a particular cost center, the total 
cost units are divided into the budget to 
determine the cost applicable to each cost 
unit. This may be converted into the cost 
per product unit by the use of the conver- 
sion factor. 

The approach to mechanization is sim- 
plified by a thorough understanding of 
the relationship of cost units, product 
units, conversion factors, and budgets. In 
many cost systems this relationship may 
not be fully appreciated, particularly 
where the cost units and the product units 
are identical. It is rather academic in such 
cases to state that they are separate and 
that they are converted from one to the 
other by a factor of one. While it may be 
possible to effect similar combinations me- 
chanically, it is more often desirable to 
state them separately and have the cal- 
culations made as required. 


PRODUCT SPECIFICATIONS 
AND STANDARD COSTS 


Specifications should be drawn up for 
each product indicating the volume of 
product units required in each cost cen- 
ter. By multiplying the volume by the 
cost per product unit, the product costs 
in each cost center can be determined and 
these taken together with the material 
costs will constitute the total product 
cost. Until such time as the processes 
change or new products are introduced 
for old products, this information would 
constitute a basic file and could be te- 
duced to punched card form or recorded 
on magnetic tape. When these standard 
costs require revision, the previous costs 
per product unit can be replaced by the 
new costs per product unit and the new 
standard product cost can be calculated. 
As new products are introduced, their 
cost can be calculated in the same way. In 
one company where the computation of 
the standard cost of a new product nor- 
mally requires at least an hour, such costs 
have been computed electronically at the 
observed rate of one every eight seconds. 
As it is not unusual for 20 or 30 such 
costs to be required at a given time, this 
may mean a saving of several days time. 

(Continued on page 241) 
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Keeping Busy Though Retired 


Royal B. Alcott 


HROUGHOUT THE AGES peoples have 

had the problem of what to do with or 
about the older group. The sages always 
have urged man to prepare for his older 
years by saving during his earlier years. 
Many more astute or fortunate persons 
have been able to plan their lives so as to 
be secure during their twilight years. 
However, researchers, of late, have fre- 
quently questioned the extent to which 
savings alone have provided a bulwark 
for the aged. Whether this is attributable 
to the improvidence of the age or to the 
vicissitudes of a more complex economy 
may be open to debate but I think most 
of us will agree that, left to individual 
initiative, many of us do not make ade- 
quate provision for our senior years. Be- 
ing a work-oriented people, Americans 
generally plan “to die in harness” and 
are not inclined to provide for a period 
of leisure in their later years. 

What then could or should society do 
to assure a veasonably contented and 
healthy membership for this seemingly 
improvident group in a capitalistic society 
to justify its claim to being “the best so- 
cial system’? ? 


PRIVATE RETIREMENT PLANS 


As a solution, and to encourage and 
supplement individual saving, private re- 
tirement plans began to appear as system- 
atic ways of setting aside, during the 
more active periods of life, a portion of 
income, which provides for retirement at 
age 65 and encourages retirement from 
active work at that age by withholding 
benefits if earned income exceeds a nom- 
inal amount after that age. 

The arguments for retirement—and 
compulsory or strongly induced retirement 
at an arbitrary age—are numerous. Two 
of the principal ones are: 

First, that after 40 years of earnest and 
arduous contribution to the productivity 
of society, the older worker is entitled to 
a period of rest and pursuit of personal 
interests during his remaining years; and 
second, that compulsory retirement is nec- 


essary to make room for and create op- 
portunities for the younger workers. 
Compulsory retirement—usually at age 
65—has not been uniformly popular 
among those who approach and then at- 
tain that age. My own guess is that “‘re- 
tirement”’ minus five years is the age at 
which most workers start to view with 
alarm and animosity the arrival of the day 
of retirement. : 
Again the principal reasons for this re- 
sistance to retirement seem to be two in 
number—one economic and the other psy- 
chological or emotional. On the economic 
side, inflation has been delivering body 
blows to the aging by steadily biting into 
the purchasing power of the dollar leav- 
ing many retirants with restricted means 
for attaining the joys of leisure which 
had been so glowingly described by the 
proponents of compulsory retirement. 
Steps have been taken both in the federal 
Social Security program and in some pri- 
vate pension programs to ease or mini- 
mize the effects of inflation by basing 
benefits on more recent earnings. But 
these are slow-acting, long-range steps 
and do not always fully meet the current 
problem of retirants and may be even less 
adequate as the economy becomes further 
inflated. I am sure it is not necessary to 
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Productive, worthwhile 
activity is the key to 
happiness in retirement 


dwell upon the terrors of inflation before 
a group of controllers. 

Let us look for a moment, then, at the 
psychological phase of this resistance to 
retirement. Since not all people age physi- 
cally and mentally at the same calendar 
rate, a great many reach calendar age 65 
still in good physical and mental condi- 
tion and still with a strong urge to be use- 
ful to society. 

Questionnaires submitted to retired peo- 
ple repeatedly bring back replies stressing 
the need for a ‘‘sense of usefulness, of im- 
portance, of belonging.” 

For many of these people—even those 
without financial problems—retirement 
has not brought the satisfactions and en- 
joyment which had been presumed to ac- 
company the relinquishment of the duties 
and responsibilities attendant upon pro- 
ducing in a competitive, capitalistic sys- 
tem. 


CARRYING OVER THE IMPORTANCE 
OF LIVING INTO LATER YEARS 


W hat, then, can they do? 

How can they regain the sense of im- 
portance, of usefulness, which departed 
with attainment of their 65th birthdays? 

And in other cases, how can they sup- 








Pease MAY 1958 





207 








plement limited retirement allowances so 
as to retain an accustomed standard of 
living? 

Many groups and individuals have 
given considerable thought and study to 
these problems of a growing number of 
our population and have learned that the 
tomorrows of our retirants need not in 
all cases be so bleak and unrewarding as 
may be feared. “Retirement Can Be Won- 
derful’’ may be made to mean more than 
the mere title of a book. 

For the person who has learned the 
joys of service, avenues of usefulness still 
beckon after age 65. Civic work, church 
work and service on municipal boards can 
be not only worth while as a contribution 
to society, but very rewarding in personal 
satisfaction to the worker. 


Civic and Church Work 

One of the organizations, Experience, 
Inc., which I will describe a little more 
fully a bit later, sprang from a request to 
one man that he serve on a municipal 
committee to review the financial affairs 
of his city’s Board of Education and re- 
mp3 as to whether the school tax should 

increased. Throughout our country to- 
day, thousands of cities and school dis- 
tricts are struggling with financial prob- 
lems as they strive to serve the needs of 
increasing populations with strained and 
sometimes diminishing resources. A fer- 
tile field lies close at hand for the retired 
executive who needs the challenge of 
knotty problems and worthwhile endeavor 
to season the unruffled complacency of 
life in retirement. 

Recently a large church with which I 
am familiar found itself faced with the 
necessity of ne its ministerial staff. 
It was successful in obtaining a dynamic 
and inspiring pastor but, since selection 
of his assistants was understandably de- 
layed until his own call had been final- 


ized, he faced several months of single- 
handed endeavor until assistants could be 
located, selected and freed from existing 
assignments. Truly it seemed, God’s work 
could never be ‘“‘finished” under such con- 
ditions. However, a retired member of the 
congregation—a man who had served on 
the Session of the church for many years 
—stepped forward and volunteered his 
services on a full-time basis. 

Later the pastor told me “I don't 
think I ever could have survived those 
months without the constant help of Jim” 
and Jim himself told me “It has been 
one of the most satisfying periods of my 
entire life.” 

But what of the retirant who feels un- 
suited for church or civic work—the man 
who, after 40 years in business or a single 
profession, feels he needs the tonic of 
problems in his own field or that he is too 
old a dog to learn the new tricks of a dif- 
ferent field? 


Teaching 

Let’s take a look at the teaching pro- 
fession. In 1952 an experiment was 
started by the John Hay Whitney Founda- 
tion of New York. It is a plan for retired 
professors under which the Foundation 
guarantees each professor $7,500 for the 
year. A college, without a maximum age 
policy, in turn agrees to provide living 
quarters, limit the retirant’s teaching load 
to nine hours a week, and pay part of the 
salary—usually about $2,500. Nomina- 
tions for the visiting professorships are 
made by friends and colleagues of the re- 
tired men but selection is left to the col- 
lege which can apply to the Foundation 
for a visiting professor in a certain field. 

The first six appointees went out to 
small colleges in September 1952. In 
1953, the New York Foundation joined 
in the program and now provides funds 
for another six visiting professorships. 


WHAT ABOUT YOU? 


A total of 104 active executives made “guesses” based 
on the four degrees of happiness, shown below, of retired 
executives known intimately to them. The author then av- 


eraged the figures as follows: 


First Y ear of Retirement 





After First Y ear 





Very unhappy 20% 10% 
Fairly unhappy 40 25 
Happy 30 50 
Very happy 10 15 
100% 100% 


From ‘Some Observations on Executive Retirement’ by Harold Hall 
published by Division of Research, Graduate School of Business Ad- 
ministration, Harvard University, Boston, Mass. 1953. $3.75. (Digested 
by Controllership Foundation—see page 236 this issue.) 
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Through the school year 1954-55 some 30 
retirants had been appointed to these vis. 
iting professorships. Wells College of 
Aurora, New York, has obtained the serv. 
ices of four prominent retired professors, 
each in a po ee field and financed by a 
grant from one of the school’s patrons, 
The New School for Social Research in 
New York has a similar program. The 
Rockefeller-endowed General Education 
Board has helped several Negro colleges 
to hire well-qualified retired professors. 

Nor is the teaching field necessarily 
closed to all except those who spent their 
younger years in the teaching profession. 
At the University of Mississippi a geolo- 
gist who retired at age 55 from an affiliate 
of one of our major oil companies is find- 
ing teaching equally as interesting, if not 
fully as remunerative, as was his business 
career. His teaching salary and company 
pension (he’s not yet eligible for Social 
Security) amount to less than was his 
salary as an active oil employe. However, 
he states that he has not found that his 
standard of living has suffered apprecia- 
bly. He feels that life in a university com- 
munity has many worthwhile and pleasur- 
able advantages which militate for a 
useful and enriching life. 

Some time ago General Mark Clark, 
president of the Citadel, solicited the as- 
sistance of a large chemical company in 
interesting its retired scientists and those 
approaching retirement, to enter the teach- 
ing field if qualified. I’m sure I need not 
dwell upon the importance to our country 
of expanding its scientific know-how and 
greatly increasing the number of scien- 
tists. The teaching field for qualified re- 
tired scientists offers the double benefit 
of utilizing the experience and training of 
one generation to produce from younger 
generations the scientists sorely needed to- 
day and, possibly, imperative to our sur- 
vival tomorrow. 


Retirement to College 

Nor should life as a college student be 
overlooked by the retirant who retains the 
urge of an inquiring mind and enjoys 
close association with his fellow man. 
William B. Robertsen plans to “‘retire to 
college’” when he reaches age 65 and re- 
linquishes his present position in the 
English Department of Concord College 
in West Virginia. Mr. Robertsen has it 
figured out that since colleges have no 
age limits, student life offers the best re- 
tirement deal in America. For as little as 
$600 a year (or $1,200 for you and your 
wife) you can have provided for you 
room and board, books, medical care and 
tuition in any number of state-supported 
colleges. If you are not irresistibly driven 
to master applied physics or do not have 
an urge to translate ancient Hebrew or 
Sanskrit, you still may settle for a course 
in clay-modeling or jewelry-making, while 
your wife studies meal planning and table 
service. 
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Where else can you get housing, food 
and medical attention for $600 a year 
while also enjoying the latest novels and 
magazines, a college choir, band, theater, 
debates, lyceum programs, local sym- 
honies, dances, football, basketball, base- 
ball, track, indoor swimming, tennis and 
sometimes a nearby golf club with special 
rates for students? 

And if you have recently visited a Stu- 
dent Union at one of our larger state 
schools, you are aware that many private 
dubs have no more plush facilities than 
those available to our college students. 

But not everyone at age 65, or older, 
desires an academic life nor relishes the 
idea of spending a portion of each day in 
the company of persons one and two gen- 
erations younger. 

Ave all fields except civic, church and 
the academic closed to those whom God 
has permitted to reach three score years 
and five? 

In 1948 a CPA in St. Louis, William 
Charles, was asked to chair a Citizens 
Committee of 100 to review the financial 
affairs of the St. Louis Board of Education 
and report to the taxpayers of the com- 
munity as to whether the school tax rate 
should be increased. He had no previous 
connection with the Board of Education 
and was curious as to why he had been in- 
vited to serve. He learned that those inter- 
ested had approached, without success, 
several civic organizations in an effort to 
find someone with time available to do the 
job. He could, within his own acquaint- 
anceship, call off the names of a dozen 
men who had been executives in sub- 
stantial companies and who had the time 
and the ability to do the job. But, having 
retired from business, they had become 
“forgotten men.” 


EXPERIENCE, INC. 


From this musing on a situation present 
in thousands of communities came the 
idea for “Experience, Inc.” Mr. Charles 
was joined by A. P. Greensfelder, a re- 
tired builder, and together they induced 
18 men to agree to serve in the organiza- 
tion which had as its objectives community 
service and aid to small businesses. Dur- 
ing its first four years Experience, Inc. 
received over 300 inquiries. These in- 
quiries covered a great variety of busi- 
nesses and problems. Many of them could 
not be classified as important in the over- 
all economy of the community, but they 
were vitally important to the people who 
asked for help. 

Experience, Inc. does not claim to have 
saved any businesses from bankruptcy. It 
does not know how much, in dollars and 
cents, its advice, given without charge, has 
been worth to the people who came seek- 
ing assistance. It does know that it saved 
some of them money. Some applicants did 
hot accept the advice given by these re- 
tired businessmen, but all of them were 
grateful for an Opportunity to talk with 


RIGHT TO RETIRE WORKERS UPHELD 


An employer’s right to retire workers at age 65 has been 
upheld by an arbitration board. Ten employes of an airline 
raised the question in arbitration of whether forceable re- 
tirement violated the terms of the labor contract with their 


bargaining agent. 


The board found that the company did not violate the 
union agreement, which neither prohibited nor specified the 
compulsory retirement of employes, and the fact that sev- 
eral of the ten employes did not participate in the com- 
pany’s contributory pension plan had no bearing on the 


company’s right to retire them. 


competent persons about their problems 
and to obtain independent answers. 

On the community service side of its 
program, Experience, Inc. is constantly 
looking for worthwhile projects. Its mem- 
bers meet monthly for luncheon to which 
they invite leading, civic-minded citizens 
with the request that they tell these retired 
experts what they can do to fulfil their ob- 
jective of community service. From such 
suggestions have come service on grand 
juries, studies of civic needs in connection 
with proposed bond issues, and the setting 
up of a central purchasing plan for the 
100 plus agencies of the St. Louis Com- 
munity Chest. This latter service has re- 
sulted in savings in excess of $50,000 a 
year for the Community Chest. 


OPPORTUNITY, INC. 


Experience, Inc. also has entered the 
field of service to the badly handicapped 
through seeking gainful employment for 
them. It organized “Opportunity, Inc.,” a 
nonprofit corporation, which employs only 
physically handicapped persons. Oppor- 
tunity, Inc. was started in May 1956 with 
$6,000 capital subscribed by friends. Ex- 
pected to lose money at first, its backers 
were pleasantly surprised to find the com- 
pany finished the year in the black and 
was able to make a small distribution of 
profits to its workers. It now employs 18 
handicapped persons—who formerly were 
on the charity rolls. The company engages 
in salvage work—disassembly, cleaning of 
parts, packaging and minor assembly jobs 
which can be performed by a person in a 
wheel chair or one badly handicapped 
otherwise. 

Can you think of a more spiritually re- 
warding experience than assisting a handi- 
capped person to become a self-supporting 
member of society? 

The members of Experience, Inc. are 
united in their belief that all of us owe 
something to our community in the way of 
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service. During their years of retirement 
they are trying to pay off that debt. 


A “RE-TREAD” BOARD OF DIRECTORS 

Across the continent to the west, an- 
other group of retired businessmen, who 
found the life of retirement too boring, 
decided to do something about it. In San 
Francisco, six retired executives have 
banded together in the ‘Advisory Board 
Service Plan for Small Business Owners 
and Individuals.” This group, which has 
described itself as “One complete set (re- 
tread), Board of Directors,” is for hire. 
It has as its objectives the providing of 
inexpensive advice and counsel for small 
businessmen and to individuals who are 
contemplating entering business for them- 
selves. 

This group first was brought together 
by its members’ desires to engage in some 
worthwhile business activity and it is not 
entirely philanthropic as the Advisory 
Board charges its clients a small fee to 
cover clerical costs and other overhead 
items. The San Francisco group is the 
brain-child of a young management con- 
sultant, Wm. B. Logan. The idea came to 
him while reading a report, by the Com- 
mittee for Economic Development, to the 
effect that more business failures are due 
to lack of management skill than to any 
other single cause. This probably is be- 
cause young men starting a business ven- 
ture usually are skilled in only one phase 
—manufacturing, sales, or promotion— 
and tend to underrate or ignore the other 
facets of management. 

The six members of the Advisory Board 
represent more than 250 years of business 
experience. One retired from a position as 
division sales manager for a can manu- 
facturing company. Another was indus- 
trial sales manager for the Western Divi- 
sion of a national electrical company. The 
third formerly was vice president of a 


(Continued on page 212) 
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that any typist 
can operate! 
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is the key to the flexible effi- Find out how the new IBM 632 can help your 
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is the 632 to operate that any 
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ELECTRIC 
TYPEWRITERS 





25 YEARS AGO IBM introduced its first electric typewriter ... 
this year IBM continues its leadership with its one millionth electric typewriter. 
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large bank. The fourth was a business 
analyst, the fifth was president of a steel 
company and the sixth was regional man- 
ager for a chemical company. 

Considerable flexibility exists in the 
modus operandi of the Advisory Board. 
If a client wishes, the entire Board will 
meet monthly to go over the problems of 
the business. Or, if the client prefers, he 
may call upon individual members for 
“emergency” advice. The members of the 
Board average about two work days a 
week. Charges for the Advisory Board’s 
services vary upward from a minimum of 
$50 for a preliminary analysis. If a busi- 
ness has annual sales of say $500,000 the 
charge would be from $100-$200 to get 
started and $100 a month thereafter. The 
client submits operating statistics for four 
years, including balance sheet, profit-and- 
loss statements, and inventory records. 

One of the first clients of the Advisory 
Board was a small company making de- 
calcomania. The Advisory Board analyzed 
the company’s sales and accounting opera- 
tions. It was able to show the owner that 
his price was far too low on one item in 
the line—so low that as the owner later 
put it, “The more business we did, the 
closer we came to going broke.” A sub- 
stantial increase in that price resulted in 
only a slight decrease in volume and pro- 
duced satisfactory profits. 

Another early client was a small steel 
fabricator. Analysis revealed his problem 
was volume. He had only one salesman 
but had hesitated to increase the size of 
his sales force until the business was 
making better profits. The Advisory Board 
recommended adding another salesman. 


This was done and by the end of six 
months, the company had doubled its 
gross sales and had a comfortable 90-day 
backlog of orders. 

Although none of its members has de- 
rived any financial gain from his service 
on the Board, all agree that they have 
benefited. One said, ‘‘A retired man goes 
to seed if he doesn’t stay alert. I’m 
getting a lot of pleasure from helping 
people.” 


SENIOR ACHIEVEMENT 

Back in the Midwest—at Chicago—an- 
other group has taken an approach to the 
problem designed to provide needed in- 
come to retired persons whose health per- 
mits working and who need income to 
supplement Social Security benefits. In 
July 1953 they organized a company 
named “Senior Achievement’ which 
endeavors to provide a service to industry. 
It will do the “nuisance” jobs which 
nearly every business has. Since 1953 it 
has provided work for more than 700 
older persons to whom it has paid over 
$137,000. Senior Achievement has four 
divisions: (1) Manufacturing, (2) Dratft- 
ing, Engineering and Model-making, (3) 
Packaging and Assembly, and (4) the 
Out-Service and Field Service Division. 

Its manufacturing unit is equipped with 
wood and metal lathes, punch presses, and 
sewing machines. Its drafting and engi- 
neering division is equipped with drawing 
tables for designers and draftsmen. Its 
packaging and assembling division in- 
cludes work tables and benches where 
workers may perform many tasks all the 
way from packaging candies to assembling 
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bolts and screws. Its out-service unit pro- 
vides janitors, bookkeepers, receptionists 
and miscellaneous clerical workers. 

Generally the employes of Senior 
Achievement work about four hours a day. 
The organization is so set up that each 
employe can work at a leisurely ate, 
They are paid at rates which keep earnings 
below $100 a month so that Social 
Security benefits are not jeopardized. 

To get the project white a number of 
companies and the Weiboldt Foundation 
subscribed a fund of $30,000. This pro- 
vided a headquarters and some equipment, 
Executives of the contributing companies 
hunted up work which the oldsters could 
do. The plan is working well, both for 
the oldster-employes and for their cus- 
tomers which include such firms as Sears- 
Roebuck, Marshall Field, Ryerson Steel, 
General Motors, Jewell Tea and Western 
Electric. Senior Achievement now is plan- 
ning to open half a dozen branches in the 
Chicago area. 


UNLIMITED OPPORTUNITIES 


Opportunities to be of service to their 
fellow men ate virtually unlimited to 
older persons who feel the urge to be 
active in some endeavor. In Cleveland, 
senior citizens with green thumbs are en- 
joying gardening and are making a contri- 
bution to their community by giving time 
to the 1000-acre Holden Arboretum. In 
Santa Cruz County, California, a few re- 
tired physicians are giving physical ex- 
aminations to applicants for Old Age As- 
sistance and thereby are cutting down 
medical costs’ for the county. In New 
York City and Detroit, Senior Citizens 
Service Corps are sponsoring day centers 
for older persons and channeling volun- 
teer workers into community activities. 

Nor is such activity limited to the larger 
cities. In Eldorado, Iowa, two senior citi- 
zens fell to reflecting on why the local li- 
brary was not used more extensively. As a 
result nine retired men launched a “‘Let’s 
Promote the Library” program. It brought 
a 20% increase in book withdrawals and 
led to the formation of “Senior Citizens 
of Eldorado” which has as one of its goals 
“the promotion of usefulness of male 
Senior Citizens by such assistance in com- 
munity activities as they are able to per- 
form.” In Milwaukee, the residents of an 
old-age home have received numerous 
awards for their work for the USO, in 
Community Chest drives, with the Wis- 
consin Workshop for the Blind, Red Cross, 
etc. At Akron General Hospital, 24 re- 
tirants work a few hours each month pre- 
paring medical records for microfilming 
or mailing. 

So it goes. Here a group works on one 
project, there on another, and at still other 
points individuals are carrying out their 
own programs in retirement. 


(Continued on page 244) 
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Inventory Control Systems and Tables 


D. C. Grebe 
and 
Jj. R. Zwerle 


PTIMUM QUANTITIES, made or purchased, and inventory 
O carrying costs have always been evident but a correlation 
between both has never been seriously pursued. This article offers 
two systems for the correlation of purchasing and inventory con- 
trol. As will be explained in detail, two separate methods are 
necessary. Both are flexible in use and arrive at optimum inven- 
tory levels. 


1. OPTIMUM TABLE SYSTEM 

The first system is principally used for items whose annual 
dollar usage figure is $6,000.00 or less since the purchase order 
cost and the annual dollar cost determine the order frequency 
and consequently the inventory level. Storeroom and supply 
items would generally fall in this classification since they usually 
do not carry quantity discounts or freight costs and are normally 
under the $6,000.00 figure. Order costs, annual consumption, 
unit costs, and inventory carrying costs are necessary in calculat- 
ing the tables. 

This system is based on the mathematical fact that when pos- 
session costs and acquisition costs are equal, the lowest possible 
total costs are represented. 


2. INVENTORY WORKSHEET 

The second system is used for items whose annual dollar 
usage is over $6,000.00 since the inventory level, quantity dis- 
counts and freight costs determine the order frequency. Raw 
materials usually have annual consumption of well over 
$6,000.00 and are subject to quantity discounts and variable 
freight allowances, lending themselves to better control by this 
method. 

The basis of this system is the establishment of an inventory 
level sufficient to maintain full operations until resupply can be 





*These inventory levels should be considered only as a ceiling since 
the application of common judgment and the use of the order quantity 
guide number (mentioned on page 214) will permit even lower levels in 
many cases. 
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D. C. GREBE (left) has been associated with the paper 
industry for the past twenty-five years and with the St. 
Regis Paper Company, New York, since 1948. He is now as- 
sistant to the purchasing director of the organization. 


J. R. ZWERLE (right) graduated from St. John’s Univer- 
sity (1951—AB in Economics) and from Columbia’s School of 
Business (1954—MBA in Marketing). He has been associated 
with St. Regis Paper Company for two years and is admin- 
istrative assistant in the Purchasing Department. He was 
previously in public relations with an electronic firm. 


Two systems, flexible in use, 
for purchasing and inventory control 
to arrive at optimum inventory levels 


effected, with allowances for safety factors. The information 
necessary is daily usage, resupply time and safety factors. 

While there may be some initial doubt as to which system to 
use On any particular item, the situation will be quickly clarified 
because the results will be so obviously incorrect that detection 
will be apparent at once if the wrong system is used. 


EXPLANATION 1—OPTIMUM TABLE SYSTEM 

The optimum order table can best be explained by outlining 
and detailing the information necessary in its formulation. The 
first calculation is the annual consumption expressed in dollars 
for a given item in a future 12-month period. This figure can be 
calculated in several different ways: 


1. By using last year’s consumption in dollars and adjusting 
for any price increases ; 

2. By using the average unit consumption over the past years 
and multiplying by the present unit price; 

3. By using an estimated dollar consumption based on sched- 
uled operations; or 

4, By projecting the present monthly or quarterly usage figure 
into a 12-month period. 


The more accurate the figure, the lower the inventories and 
carrying costs will be. As it becomes necessary, the annual con- 
sumption figure should be revised in order to keep costs of acqui- 
sition and possession minimized. 

Secondly, the purchase order cost must be derived. Generally, 
departmental costs are classified as fixed and variable. Since fixed 
costs are static and would be unaltered by fluctuating purchase 
order volume, the variable costs, which would fluctuate propor- 
tionately with volume, are used. Forms (purchase orders, checks, 
envelopes, etc.), communications (telephone, telegraph charges 
less fixed costs), and overtime (all departments) are used in 
arriving at a variable or marginal purchase order cost. 

Next, the relative inventory carrying cost must be formulated. 2 
Table I is based on a 10% cost that covers money, tax costs and 
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insurance primarily and should be used for inventories on which 
only these costs apply, e.g., storeroom items and spare parts that 
have no foreseeable obsolescence. Table II is based on a 15% 
cost. This table allows for a medium risk obsolescence cost in ad- 
dition to the costs covered in Table I. It should be used for those 
inventories that are always subject to the possibility of obsoles- 
cence, e.g., materials with a known shelf life and spare parts 
with no known history of usage. Table III is based on a 20% 
cost that allows for a higher risk obsolescence on deterioration 
in addition to other costs, e.g., spare parts with a known low 
usage rate and new material for one-time production runs. 
Carrying charges on other types of inventories where storage, 
handling or other costs are pertinent can be calculated and the 
proper percentage table used. 

Finally, the absolute annual carrying costs must be devised. 
These figures, which are the columns under the annual dollar 
usage figures, are obtained by dividing the annual dollar figures 
by the order frequencies, halving, and multiplying by the calcu- 
lated relative carrying charge. 

As shown, Tables I, II, and III are primarily designed to de- 
termine the optimum quantity to purchase of materials having an 
annual consumption of $10.00 to $6,000.00. The top horizontal 
figures represent annual dollar usage while the left hand mar- 
ginal column denotes number of orders issued per year. The 
series underlined in the carrying cost section demonstrates the 
optimum carrying cost for a given annual dollar usage relative 
to a $1.00, $2.00 or $3.00 marginal order cost. 

As an example, annual consumption of an item is 327 units 
or a total of $655.00. Order cost is $1.00. Subject is a storeroom 
class II item. Using Table I, we find the number of orders is 6. 
The number of orders per year (6) divided into the annual con- 
sumption in units (327) gives the optimum quantity of the pur- 
chase order, which is 54 in this instance. This would be the 
quantity to purchase if orders were issued for this one item only. 
Once your own marginal order cost is determined, you can un- 
derline the appropriate carrying costs applicable to your par- 
ticular situation. 

Now that the marginal purchase order cost has been estab- 
lished and the inventory carrying cost tables understood, we want 
to find the order quantity guide number for each storeroom and 
supply item. This is a hyphenated number, such as ‘‘12-48” 
which is defined as 12 orders of 48 units each annually. It must 
be used on the requisition to enable the Purchasing Department 
to adjust quantities in accordance with each situation. More 
about this later. 

In starting, we suggest you use Tab/e I on all storeroom items. 
This table allows a 10% inventory carrying cost. A $1.00 mar- 
ginal order cost will be used in the following examples. Later, 
as time permits, individual items can be reclassified when obser- 
vation shows them to be subject to higher risks. 

Listed below are excerpts from a typical storeroom IBM run 
on consumption: 


No. Item Units Dollars 
1 Machine Bolt 2,200 $ 70.40 
2 Bearing A 192 758.40 
3 Bearing B 144 540.00 
a Cap Screw 17,440 1,918.40 
5 Bearing C 672 3,864.00 
6 Cleaner 148 362.60 
r Hex Nut 18,900 413.91 
8 Bearing D 67 154.11 
9 Cap Screw 60 1.45 
10 Black Pipe 210 19.19 
11 Solder 390 631.80 
12 Sanding Discs 12,800 2,880.00 
13 Jordan Filling 3 3,000.00 


Using Table 1, we find the annual dollar usage figure closest 
to each of the above dollar figures. For the first item this is 
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$50.00, which gives us an order per year figure of 2. This dj- 
vided into the units (2,200) is 1,100. Our order quantity guide 
number for the first item is 2-1100. On the second item we use 
$800.00 and find the order per year figure to be 6. This divided 
into 192 gives us 32. The guide number for this item is 6-32. 

So on down the list, with the results as follows: 


No. Item Ouantity—Guide No. 
1 Machine Bolt 2-1100 
z Bearing A 6-32 
3 Bearing B 5-29 
4 Cap Screw 10-1744 
5 Bearing C 14-48 
6 Cleaner 5-30 
7 Hex Nut 5-3780 
8 Bearing D 3-23 
9 Cap Screw 1-60 

10 Black Pipe 1-210 
11 Solder 6-65 
12 Sanding Discs 12-1067 
13 Jordan Filling 3-1 


It can be easily seen that no attempt is made to have the guide 
number conform to any standard quantity. The Purchasing De- 
partment now receives a requisition for items 1, 4, 7, 9, and 12. 
The buyer knows that if these items were requisitioned alone, 
the quantities would be as near as possible to the second figure 
of the guide number. 

However, since the items are grouped on one requisition, the 
purchase order cost per item is reduced. Since this system is 
based on the balancing of purchase order costs against inventory 
carrying costs, the quantities on the requisition can be adjusted 
down in relation to the one with the highest order frequency, 
which in this case is item No. 12. These reductions are not 
calculated, but are rather done visually with consideration for 
standard packages and discounts if applicable. Since the con- 
trolling item (No. 12) has an order frequency of 12, which is 
one month’s supply, the adjustments are made to bring each 
— quantity close to a one-month supply. One probable result 
is below: 


Ouantity— Quantity 

No. Guide No. Item Purchased 
1 2-1100 Machine Bolts 200 
4 10-1744 Cap Screws 1,500 
7 5-3780 Hex Nuts 2,000 
4 1-60 Cap Screws 25 
12 12-1067 Sanding Discs 1,000 


The savings on inventory for these few items is $117.56. This 
is above and beyond what the optimum costs would be if each 
item were purchased without changing quantities. Below is the 
cost picture, showing total costs for: 

1. Each item purchased separately. 

2. Items grouped, quantities unchanged. 

3. Items grouped, quantities adjusted. 





1 2 3 
Order cost $ 5.00 $ 1.00 $ 1.00 
Cost of goods 552.40 552.40 440.61 
Inventory carrying costs 27.81 27.81 22.04 
$585.21 $581.21 $463.65 


It is easy to see that the savings are substantial when this ad- 
vantage is multiplied by the thousands of storeroom items. It 
also can be seen that the grouping of items on one purchase 
order, which is a good practice, does not in itself reflect great 
savings, unless quantities are adjusted at the same time. 


After adjustment, the pur- 
chase order would be issued 
for the following: 


15 Bearing A 


Let us take another exam- 
ple of a requisition from the 
storeroom: 


6-32 Bearing A 





5-29 Bearing B 10 Bearing B 
14-48 Bearing C 48 Bearing C 
3-23 Bearing D 5 Bearing D 


(Continued on page 216) 
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After four weeks the reorder point is again reached for bear- 
ing D, so a single-item requisition is issued to the Purchasing 
Department for 3-23 Bearing D. This time, of course, the quan- 
tity ordered is 23. The advantage has been however, that the 
store operated with 80% less inventory on this one item for the 

ast four weeks. Again, the use of this system when multiplied 
y the thousands of storeroom and supply items will reduce ap- 
pteciably the amount of money tied up in inventories. 

When the units per year are smaller than the optimum order 
frequency, the frequency number must be reduced to be com- 
parable with the units (e.g., The annual consumption of an 
item is three per year for a total of $3,000.00. From Table I, at a 
$1.00 order cost, we find the optimum order frequency is 12. 
Since this is larger than the 3 (items used annually) it is obvi- 
ously impossible to order in this manner. The frequency is 
changed to the nearest possible number which in this case 1s 3. 
The order quantity guide number for this item is then 3-1). 


HOW TO CALCULATE OPTIMUM ORDER TABLES 

Since Tables I, II and III include only the annual dollar con- 
sumption of items up to and including $6,000.00, it may be ad- 
vantageous to expand these tables. By studying this outline, any 
value not incorporated in the optimum order tables can be easily 
solved relative to carrying charges and order frequency. 


Instructions: 

1. Obtain the annual dollar consumption of the item(s) in 
question (e.g., $10,000.00). 

2. List the order frequencies in vertical order as demonstrated 
in Tables I, II and III. 

3. After each order frequency and under the appointed an- 
nual dollar consumption figure (e.g., $10,000.00) place 
the proper carrying cost using the formula: 


Annual Dollar Usage ~ % Carrying Cost __ Carrying Cost 





Order Frequency (10%, 15%, 20%) 2 
substituting 
r .0 33.3 
en aa 10% = $ 2 : or $16.66 (Carrying Cost) 


This value of $16.66 represents the cost of carrying an item 
whose annual consumption is $10,000.00 at a 10% carrying 
charge purchased 30 times per annum. 


4, Repeat the above procedure for each order frequency to 
solve the respective carrying charges. 

5. Optimum Order Frequency—To calculate the optimum 
orders to place annually, select the combination of order 
costs and respective carrying costs whose values are closest. 
The sum of these two charges will be the lowest possible 
value in the series (e.g., How many times per year should 
you order #2-3 conductor copper wires whose annual con- 
sumption has been forecasted to be $10,000.00 and whose 
carrying charges are 10% (arbitrary) ? What would be the 
total cost of the orders and the carrying charges for this 
item ?). 


Solution: 
As calculated from the previous instructions, the table for this 
item would be, in part, as follows: 


$10,000 Annual Usage 








Order Cost Carrying Charges 
($1.00) No. Orders (10%) Difference 
$20.00 20 $25.00 $5.00 
21.00 21 23.80 2.80 
22.00 22* 22.73 a3 
23.00 23 21.74 1.26 
24.00 24 20.83 3.17 


*1, At 22 times a year, the difference between the carrying 
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charges ($22.73) and the order costs ($1.00 x 22 ~ 
$22.00) is only $.73, the least in the series. Therefore 
this item should be purchased 22 times annually. 
2. The total charges would be $44.73 annually ($22.73 plus 
$22.00). This total represents the lowest cost attributable 
in the purchase of this item. 
NOTE: In practice, ordering #2-3 conductor copper wire 
22 times a year may be unfeasible due to the inherent char- 
acteristics of the item. However, the best frequency has 
been determined and this guide should be the norm to 
strive for in ordering. 


Many commodities (such as raw materials) can not be subject 
to the mechanical order system alone. Another system is needed 
to take into consideration the variables which affect the inventory 
level and as a result the order frequency. The system developed 
is called the “inventory control worksheet.” 


EXPLANATION 2—INVENTORY WORKSHEET 

This worksheet is designed to provide a system to determine, 
in a logical manner, the inventory level of materials that are used 
daily. Completed sheets should be preserved for future reference. 

Outlined in the sample of the worksheet is the pertinent in- 
formation that must be filled out to afford an intelligent appraisal 
of the commodity’s correct inventory level. The words ITEM and 
POUNDS PER SHIPMENT are self-explanatory. RATE OF USAGE or 
pounds per day of operation represents the average number of 
pounds used per day of operation. This figure should be en- 
tered on the line opposite the method used to make the calcula- 
tion whether it be from a scheduled operation, an estimation or 
from past usage figures. 

TRANSPORTATION TIME is the average number of days from 
shipping date to date of receipt of the material. The NUMBER 
OF DAYS’ SUPPLY A SHIPMENT REPRESENTS is obtained by divid- 
ing the weight of the shipment in pounds, by the daily average 
usage. When calculating total days, include item 2 or 3, which- 
ever is smaller. 

The next grouping in the outline is SAFETY FACTORS. These 
factors are the only reason why an inventory is maintained. If 
each item is considered honestly, the result will be an optimum 
inventory level. Shipping delays can be best illustrated by an 
example. If the average transportation time for a commodity is 
ten days, but occasionally a shipment is in transit for 13 days, an 
allowance must be made for the extra days. Allowance for non- 
standard items should not include any allowance for known de- 
livery of custom-made items regardless of the length of time in- 
volved. It should allow for delays beyond the control of the 
purchasing agent, which are peculiar to nonstandard items. Next, 
the Allowance for receiving defective materials and/or lost ship- 
ments precludes the loss of an entire shipment either through 
rejection or in-transit loss or damage. Allow number of days a 
shipment represents in terms of daily usage, not to exceed figure 
in paragraph 2. 

Management may require that a specific inventory cushion 
level be maintained at all times on certain materials critical to 
production. If pertinent, you would insert the figure next to the 
statement Importance of item to production. If the average con- 
sumption is 20,000 Ibs. daily, but occasionally production doubles 
for periods up to seven days, it would be necessary to protect 
against this condition by adding seven days next to the column 
reading Allowance for increased rate of usage. 

Because of market conditions, labor contracts, etc., there are 
times when the best of suppliers have delivery failures. Allow- 
ance for supplier failure should be used accordingly. 

If material is in a speculative class, an upward adjustment 
would only be made to protect production. Inventories may be 
reduced temporarily below normal in a declining price market. 
Adjustments downward must also be made on materials in a 
high risk inventory or where there are storage limitations. 


(Continued on page 219) 
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INVENTORY CONTROL WORKSHEET 
(For Production Materials) 








2, LBS. PER SHIPMENT: 60 000 





3. RATE OF USAGE: (Pounds per day of operation) 





From scheduled operation 
Estimated 
From past usage figures 


10, 0026, 





. TRANSPORTATION TIME: 
(Average number of days) 





5. NUMBER OF DAYS SUPPLY A SHIPMENT REPRESENTS : 





6, SAFETY FACTORS: 
hdd extra days for each item pertinent) 





A. Shipping delays 

B. Allowance for nonstandard items 

C. Allowance for receiving defective materials and/or 
lost shipments* 

D. Importance of item to production, inventory cushion 

E, Allowance for increased rate of usage 

F, Allowance for supplier failures 


*Allow number of days a shipment represents in 
terms of daily usage. Not to exceed figure, 
paragraph 2. 


(Adjust total days if :) 
G. Material is in speculative class(minus or plus) 
H. Material is in high risk inventory(minus) 


I. Storage limitations(minus) 


TOTAL DAYS (h or 5 +6) 
7. RESULTS 
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EXAMPLE OF USE OF WORKSHEET 

A paper mill uses 10,000 Ibs. of starch daily. It is known that 
occasionally this figure increases to 15,000 Ibs. for periods of 
ten days and less. The average transportation time is five days, 
with a few deliveries extending to seven. The starch is pur- 
chased in 60,000 Ibs. carloads which, from a unit and freight 
cost, is the most economical quantity to purchase. It is carried 
in stock by the vendor and there have never been any shipments 
rejected or lost. What inventory level should this mill maintain ? 
As the illustration shows, the total days (12) multiplied by 
daily usage (10,000) equals 120,000 Ibs. on the correct inven- 
tory level. 

It is well to state here that any time the figure used in POUNDs 
PER SHIPMENT is not the optimum, in so far as unit and freight 
costs are-concerned, then a comparison should be made to deter- 
mine the correctness of using that figure. Also if the inventory 
level results are smaller than the POUNDS PER SHIPMENT, then a 
comparison should be made to determine if shipment quantities 
can be reduced to advantage. 


EXAMPLE OF USE OF COMPARISON SHEET 

A mill consumes 80,000 Ibs. annually of titanium dioxide. 
They completed the inventory control worksheet on this item 
and found the inventory level to be 5,863 Ibs. A 20,000 lbs. 
figure was used in paragraph 2 because the titanium was being 
purchased in truckload lots. Since the results do not conform, a 
comparison was made. The results on the illustration show that 
there is a price advantage in purchasing this item by carload, 
rather than in truckload lots. 


OPTIMUM QUANTITY TO MAKE 

Tables I, II and III are also used to determine the optimum 
number of times an item should be scheduled for production 
based on annual usage in dollars, correlated with the most eco- 
nomical inventory level (e.g.,-A mill uses 1,200 skids annually 
at a cost for labor and material of $4.00 each. It has been deter- 
mined that set-up cost for each production period is $28.00. 
Because of local conditions, obsolescence is a factor and a 15% 
carrying cost is pertinent. Since annual dollar usage is $4,800.00, 
we use the $5,000.00 usage column on Table IJ. By examina- 
tion, find the carrying cost in this column that is more nearly 
equal to the set-up cost, i.e., $28.00 multiplied by the order per 
year number on the same line). 


Explanation: 


1 X 28.00 = 28.00 against 375.00 
2 X 28.00 = 56.00 against 172.50 
3 X 28.00 = 84.00 against 124.10 
4 X 28.00 = 112.00 against 94.00 





5 X 28.00 = 140.00 against 75.00 








Solution: 
Set-Up Production Carrying 

Schedule Charges Cost Total Charges Total 
1 $ 28.00 $4,800.00 $4,828.00 $375.00 $5,203.00 
2 56.00 4,800.00 4,856.00 172.50 5,028.50 
3 84.00 4,800.00 4,884.00 124.00 5,008.10 
4 112.00 4,800.00 4,912.00 94.00 5,006.00 
5 140.00 4,800.00 4,940.00 75.00 5,015.00 


It can easily be seen that the number of production periods 


decreases as the cost of set-up and carrying costs increase. 

It is obvious, therefore, that by reducing the set-up cost you 
automatically reduce inventories and the costs and risks associ- 
ated with them. 

In cases when sustained periods of production reduce the unit 
cost of an item, the optimum production periods should be de- 
termined (e.g., It has been calculated that when produced in 
quantities of ten, a small machine part costs $18.00 each. If pro- 
duction is continued, up to 100 pieces, the cost is lowered to 
$17.25 and beyond 100 pieces the cost is reduced to $17.00 


each. Three hundred of these parts are used annually. How 
should its production be scheduled ?). - 


Solution: 
Using Table III, because of high obsolescence, list the facts as 
follows: 





Production Unit Number Inventory 
Inventory Cost of Runs Total Cost Savings Cost 
10 $18.00 30 $5,400.00 0 Neg. 
100 17.25 3 5,175.00 $225.00 $167.00 
300 17.00 1 5,100.00 300.00 500.00 


Inventory carrying costs were obtained from Tad/e III under 
$5,000.00 usage. At one time per year it is $500.00; at three 
times—$167.00; and at 30 times annually—negligible. It can 
readily be seen that savings effected by one annual production 
run are lost through inventory costs. Production of this item in 
batches of 10 would add $300.00 to the cost which could not be 
justified by inventory savings. Therefore, the optimum quantity 
to make is 100 pieces on three production runs. 

Items that have no set-up costs and enjoy no unit cost reduc- 
tion on sustained runs should be produced in quantities only 
necessary for use (e.g., A company has nine machines to be built 
in the next 12-month period. Each requires a machined part that 
has a set-up cost of $30.00 and an additional production cost of 
$280.00. Should these parts be scheduled once, three times or 
nine times ?). 


Inventory 





Times Set-Up Additional Carrying Grand 
Scheduled Cost Cost Total Costs Total 
1 $ 30.00 $2,520.00 $2,550.00 $250.00 $2,800.00 
3 90.00 2,520.00 2,610.00 83.33 2,693.33 
9 270.00 2,520.00 2,790.00 27.60 2,817.60 


From the above it can be seen that the most economical sched- 
uling number is three. 

Optimum operations are not always attainable regardless of 
the system used, the objective is to get as near to the optimum 
point as possible. 

The use of the optimum order tables is predicated on the in- 
telligent appraisal and grouping of storeroom items. This is 
essential in the calculating of reorder factors based on the im- 
portance of the materials to production and in evaluating the 
quantity guide numbers. (See Supplementary Section, page 220.) 


CONCLUSIONS 

Some conclusions may be drawn from the preceding para- 
graphs which explain the two systems. 

First, many people tend to assign an arbitrary turnover rate 
for storeroom items (e.g., 12 times annually). In many in- 
stances, the turnover figure is nothing more than the accepted 
rate for a particular industry or the result of a quasi formulation. 
Misrepresentation and incorrect standards are the results. In ad- 
dition, no one number can represent the individual turnover of 
items. 

There is one correct, scientific method to use in evaluating the 
turnover rate for individual storeroom items and that is dem- 
onstrated by the quantity guide number. This number is based 
on the imbalance of acquisition and possession costs which offers 
the lowest charges and consequently the optimum inventory 
turnover. The prefix numbers and only these numbers are the 
proper turnover rates for the individual storeroom items. Each 
item must bear its own responsibility. No arbitrary figure placed 
on individual or total storeroom items can be intelligently sub- 
stituted. 

Secondly, reorder points on storeroom and supply items must 
be established locally by the Storeroom and Purchasing Depart- 

(Continued on page 220) 
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ments. These levels must be somewhere between the second figure 
of the quantity guide number and zero. To arbitrarily establish en- 
tire inventory levels on a 30-, 60-, or 90-day basis is as erroneous 
as assigning a single turnover rate to a whole inventory. 

Each item has its own optimum reorder point which is based 
on resupply time and the quantity guide number. However, for 
simplification, large groups of like items may carry a common 
resupply time equal to the largest resupply time pertinent to a 
single item within the group. Once this figure is established the 
reorder point number is easily found. 

An item having a quantity guide number of 3-600 means that 
the 600 quantity represents a four-month supply. If your re- 
supply time were one month, the reorder point would be 14 of 
600 or 150. 

In calculating reorder levels for raw materials, the purchas- 
ing agent will use the inventory worksheet and formulate the 
reorder level for raw materials, making allowances for the 
items which are pertinent in the outline. 

Third, when there appears to be an advantage in changing 
the optimum quantities or order frequency because of discounts 
or freight savings, a comparison of costs should be made between 
both methods on an equal time basis (e.g., 1,500 units are pur- 
chased annually at a cost of $3,000.00. Using Table I and a 
$1.00 order cost, the order frequency is 12 and the respective 
carrying cost is $12.50 for a total annual cost of $3,024.50. 
Should a discount of $.05 a unit on 500 quantity purchases be 
accepted rather than the optimum of approximately 166 units— 
1500 divided by 12?). 


Solution: 
1,500 units at $1.95 each = $2,925.00 
3 purchase orders ($1.00 each) = 3.00 
10% of ¥% the order value = 


Total = $2,995.50 





“Well, | certainly didn’t make all 
those mistakes! There must be a short 
circuit in the electric typewriter!” 
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Therefore, there would be an advantage of $29.00 if the dis. 
count were taken ($3,024.50 — $2,995.50). 

Fourth, inventories should be liquidated as soon as it is de. 
termined that they will not be used for the original purpose for 
which purchased. This can be done by finding a secondary use 
or by disposition through sale. The time element is important 
for in addition to accumulating carrying costs, static inventories 
tend to depreciate through breakage and deterioration and are 
easily neglected until value is reduced to that of scrap. 

It is far better to quickly dispose of this type of inventory at 
a loss equal to or greater than the annual carrying costs than to 
allow this to happen. 

Fifth, now that the salient factors of inventory control have 
been shown in the light of their effect on company costs, a 
greater appreciation of vendor evaluation at the local level must 
be apparent. 

All vendor deficiencies, one way or another, increase inven- 
tories and consequently company costs. Supplier inefficiencies 
result in: 


1. Higher marginal order costs through increased communica- 
tion, labor or form charges. 

2. Lower order frequencies to imbalance acquisition and pos- 
session costs. 

3. Higher inventories and concomitant carrying charges. 


Last, but far from least important, is the procedure for estab- 
lishing these inventory systems. In order to establish the op- 
timum order tables, the Purchasing Department should calculate 
the purchase order costs. The Accounting Department or man- 
agement should determine the possession costs and make a sum- 
mary of last year’s consumption by items and dollars. Finally, 
the Storeroom and Purchasing Departments should formulate 
the quantity guide number for all items as outlined. 

The method for establishing the inventory worksheet is for 
the Purchasing Department to devise a commodity data book 
showing in-transit time, shipping points, prices, freight, etc. All 
information should be entered that would enable the purchasing 
agent to use the inventory worksheet intelligently. Management 
should determine the importance of raw materials to production 
so a proper cushion may be evaluated. The Purchasing Depatt- 
ment, in turn, should advise market conditions or commodities. 


SUPPLEMENTARY 

As a supplement, we have grouped storeroom items into two 
classifications: 

The first class consists of items which must be carried in store 
to prevent reduction in output or stopping production entirely. 
The exceptions to this category will be those items which con- 
form to the requirements below, but whose use is restricted to 
only one application. These items should not be carried as store- 
room stock, but as spare parts inventory and be depreciated and 
handled as such. 

The second class consists of materials which would not cause 
curtailment of production in any manner if not available. This 
should definitely include all housekeeping, convenience, and 
luxury items. It also should include items which, if depleted, 
could affect production, but for which there are substitutions 
available. 

Before the storekeeper excludes any questionable item from 
this group, the final decision should be made by the chief engi- 
neer, mechanical engineer, or electrical engineer, whichever is 
pertinent to the location. 
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Short cuts with Recordak Microfilming 


Latest reports on how this low-cost photographic process is simplifying routines 
for more than 100 different types of business . . . thousands of concerns 








ENDS RETYPING COURT MINUTES 


FORT WORTH, TEXAS 


Taking pictures with a Recordak Microfilmer has eliminated 
the retyping of minutes for U. S. District Courts in the 
Northern District of Texas. This saves the time of three full- 
time deputy clerks, frees them for other court work. And it 
provides an error-free, more compact record—the equivalent 
of three 500-page volumes can now be kept on a single roll of 
Recordak Microfilm and vault-stored for greater protection. 





SAVES THE MUSIC 


OMAHA, NEB. 


Popular bandleader Mal Dunn considers his arrangements 
every bit as valuable as a retailer’s accounts receivable records 
—without them he’d be out of business. 

A low-cost Recordak Junior Microfilmer lets him photograph 
the 10,000 single-page arrangements ir his library for a fraction 
of a cent apiece. Not only does this increase protection, it also 
saves hours of reference—lets him check any arrangement 
quickly in the Junior’s film-reader. Facsimile copies can also 
be made quickly from these films when needed. 





LETS YOU FIND PICTURES IN SECONDS 
NEW YORK, N. Y. 


Hailed as the greatest advance in microfilming history, 
Kodamatie Indexing—an exclusive feature of new Recordak 
Reliant Microfilmer—saves time every time you view your films. 

You simply dial code numbers before feeding batches of 
items into Reliant and ‘‘guide’’ lines are recorded right on the 
film. When you view your films (illust.) these lines lead you 
right to the pictures you want. New system lets you photo- 
graph batches of work at random—instead of in sequence— 
and still find pictures faster than ever before. 


See how Recordak Microfilming can help you 
O In Accounting © Branch-Home Office Communications 
O Billing © Drafting and Engineering 
CO Market Research and Sales Analysis 0 Personnel 
O Record-protection and Space Savings 
Free booklet, ‘“‘Short cuts that Save Millions,” gives typical 
examples of how Recordak Microfilming cuts costs for more 


than 100 types of business. For more specific help, call in a 
Recordak Systems Man. No obligation whatsoever. 


= _ “Recordak”’ 
7 is a trademark 


(Subsidiary of Eastman Kodak Company) 
originator of modern microfilming 
—now in its 3lst year 
eoceeeeeceece so MAIL COUPON TODAY..--« 

RECORDAK CORPORATION 

415 Madison Avenue, New York 17, N. Y. 

© Send free copy of “Short cuts that Save Millions.” 
C1) Have a Recordak Systems Man contact me. 
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REVIEW OF 


Defense Contracts for Accountants 


Paul M. Trueger 


ARGE-SCALED SPENDING for war or de- 
L fense purposes became a permanent 
way of life for us beginning in 1940. To- 
day, despite every effort to contain the 
military budget in these peace years, the 
very best objective of the Government is 
to limit defense spending to $38 billion 
for the fiscal year ending June 30, 1958. 

The continuing heavy impact of defense 
spending on industry makes it essential 
that accountants, as advisors to industrial 
managers, maintain up-to-date familiarity 
with defense contract requirements. This 
article is designed as a summary refresher 
of accounting aspects of defense contracts 
and a discussion of some of the current 
developments in this field. 


ACCOUNTING PRINCIPLES 
AND PROCEDURES 

Inasmuch as payments under cost type 
contracts are based specifically on costs 
and the ultimate amounts for fixed price 
redeterminable contracts are very sub- 
stantially dependent on costs, much atten- 
tion has been accorded and words written 
by the Government relative to cost ac- 
counting systems and procedures, and 
“allowability” of costs under defense con- 
tracts. Initially, it must be emphasized 
that any special cost principles, in order 
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to be binding on the contractor, must 
either be incorporated in text or by refer- 
ence in the contract. The leading current 
official publication in this area is the 
Armed Services Procurement Regulations, 
especially Sections VIII (Termination of 
Contracts), XV (Contract Cost Princi- 
ples), and Appendix B (Manual for Con- 
trol of Government Property in Possession 
of Contractors). Another very useful 
official publication is the Contract Audit 
Manual which sets forth audit instructions 
for all personnel of the three military de- 
partments. All these publications may be 
secured from the Government Printing 
Office. 

With regard to cost accounting systems, 
it has been established through the years 
(although sometimes laboriously and 
tortuously) that the contractor may em- 
ploy any type of cost accounting system 
for defense contracts so long as it is in 
accordance with generally accepted ac- 
counting principles and will disclose the 
costs of defense contracts in a manner 
which will permit audit and verification. 
The relative simplicity and convenience of 
a job order system, with costs accumulated 
at actual, have resulted in frequent recom- 
mendations from military auditors that 
this method be used for defense contracts. 





PAUL M. TRUEGER, formerly associated with the Army 
Air Force, Contract Audit Branch, and several CPA firms, is 
now engaged in his own practice as a CPA in New York, 
specializing in the accounting and procurement adminis- 
tration of defense contracts He is a member of the New 
York Society of CPAs, the AIA and NAA. He is author of 
many articles and a book, “Accounting Guide for Defense 
Contracts,” published by Commerce Clearing House, Inc. 
as well as editor of the recently issued Newsletter, ““Ad- 
ministrative and Accounting Guide for Defense Contracts.” 
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A summary refresher of 
the accounting aspects 
of defense contracts 


It is necessary to emphasize that so long 
as the existing cost accounting system is 
in accordance with generally accepted ac- 
counting .conventions and will disclose 
and support the contract costs, no one can 
require a change. 

A common misapprehension exists that 
standard cost systems are not acceptable 
to military auditors. This misapprehension 
is fostered by the provision in Section XV 
of the Armed Services Procurement Regu- 
lation which states that standard costs may 
be used “. . . in determining amounts of 
provisional or interim payments, but final 
allowable costs must represent actual 
costs.’” This provision is understandable 
in the light of its applicability solely to 
cost type contracts. Reimbursement to the 
contractor under cost type contracts is 
based on actual, documented costs. For ex- 
ample, direct material costs must be sup- 
ported by the original vendors’ invoices, 
etc. It should also be considered that cost 
type contracts are frequently used where 
the supplies or services purchased by the 
Government are of research, development 
or other unusual nature. Obviously, under 
these circumstances a standard cost system 
should not be used. However, with regard 
to fixed price redeterminable contracts, 
other than special research and develop- 
ment, where the production processes sug- 
gest the desirability of a standard cost 
system and a contractor elects to maintain 
such a system, no valid objections will be 
raised by military auditors. 


“UNALLOWABLE” COSTS 

Many of the controversies between gov- 
ernment representatives and contractors 
are occasioned by differences of opinion 
with regard to “‘allowable’” and “unallow- 
able’ costs. At one extreme, is a rather 
widely held view by industrial managers 
that there is no validity to a concept which 
would hold any cost to be unallowable. 
The proponents of this view, at most, 
would make an exception only to the ex- 
tent of agreeing to the exclusion of those 
expenses which are not deductible for in- 
come tax purposes. 
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On the other extreme is a view held by 
some military auditors that those costs 
cited as unallowable under cost type con- 
tracts (ASPR Section XV) should also be 
disallowed in connection with redetermi- 
nation of fixed-price contracts. This area 
is of sufficient significance to warrant a 
discussion of the underlying philosophy 
and principles of unallowable costs and 
some comments on some of the specific 
expenses which have been held to be un- 
allowable. 

Preliminary to entering upon this dis- 
cussion, it should be recognized that the 
only official pronouncements as to unallow- 
able costs appear in ASPR, Section VIII, 

rtaining exclusively to terminated con- 
tracts, and ASPR, Section XV, applicable 
to cost reimbursement type contracts. 
Hence, there is no legal or contractual 
basis for citing any costs unallowable in 
the redetermination of fixed price con- 
tracts. However, military auditors have 
always used the principles of ASPR, Sec- 
tion XV, as a guide in auditing fixed-price 
contracts. This in effect means that the 
auditors have recommended for disallow- 
ance under fixed price contracts those costs 
which were held to be unallowable only 
for cost type contracts. (At this writing, 
the Department of Defense is vigorously 
engaged in the drafting of a set of cost 
principles which would be equally ap- 
plicable to cost type and fixed-price con- 
tracts. ) 

The Defense Department has_ tradi- 
tionally refused to accept the contention 
that a defense contract product passes 
through a contractor's plant like any other 
product and hence, in addition to costs 
charged directly to it, should absorb a pro 
rata portion of every indirect expense. 
Rather, it appears that the Government 
views its contract as passing through a 

lant on a special kind of basis and there- 
fy absorbing a proportionate share of 
certain indirect expenses but not of 
others. For example, government repre- 
sentatives will usually contend that ex- 
penditures made for advertising and pro- 
moting the sale of the contractor's 
products to commercial customers are not 
allocable to a government contract be- 
cause these expenses are not incident to 
nor necessary for the performance of a 
government contract. The same line of 
reasoning would apply to salaries, com- 
missions, travel and related expenses of 
salesmen engaged in promoting the sale 
of commercial items and even to manu- 
facturing and warehousing costs where 
they can be shown to be not allocable. As 
a practical point, it is recognized that no 
indirect expense is incurred which can be 
said to benefit all the products equally. 
Government auditors will seldom contend 
that an adjustment is due because a par- 
ticular expense conceivably benefits com- 
mercial work somewhat more than the 
government contract. Problems do arise 
where an expense appears to be allocable 
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solely to commercial work. This thinking 
should immediately suggest to the reader 
that any expense, usually classified as in- 
direct if it benefits the government con- 
tract exclusively, should be reclassified as 
a direct charge. 

There are other categories of unallow- 
able expenses. The Government may find 
that certain expenses, executive salaries as 
an illustration, are unreasonable in amount 
and exception may be taken to the portion 
in excess of the reasonable compensation. 
Another class would include expenses con- 
sidered contrary to public policy. Enter- 
tainment of government personnel and 
commissions paid to secure government 
contracts are illustrations of this class. 

Basis For Allocating Indirect Expenses: 
Questions are frequently raised regarding 
methods of allocating indirect expenses to 
government contracts. As an illustration, 
let us assume that a firm has an engineer- 
ing department. The engineers working 
directly on jobs are charged directly 
thereto and the expenses of the depart- 
ment are allocated in the ratio of direct 
engineering labor dollars. A government 
auditor, during his examination, may 
have determined that the engineers who 
have been assigned to the government 


‘contract are, on the average, considerably 


higher paid than those who are working 
on the commercial projects. In these cir- 
cumstances, the engineering overhead 
allocated to the government contract, 
using direct engineering labor dollars, is 
much greater proportionately than the 
amount that would be allocated if direct 
engineering labor hours were used. Ac- 
cordingly, the military auditor may find 
that the method employed by the con- 
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tractor is inequitable to government con- 
tracts and recommend the recalculation of 
engineering overhead in the ratio labor 
hours. 

As other illustrations, consider a firm 
which for costing purposes allocates gen- 
eral and administrative expenses in the 
ratio of cost of sales. In a year which sees 
the ending inventories exceed the begin- 
ning inventories, a point may be made 
that the cost-of-sales method unduly 
burdens the products sold that year and 
that general and administrative expenses 
should be apportioned to the goods manu- 
factured but not yet sold. 

The real problem, illustrated in the 
above two cases, is the possibility that the 
military auditor may calculate several 
alternative methods of allocating indirect 
expenses and recommend the use of 
the one which yields the smallest amount 
of indirect expenses to be absorbed by 
the Government. On the other hand, it 
is not unknown for the contractor’s ac- 
countants to similarly experiment with a 
few methods and propose the one which 
will result in the highest possible absorp- 
tion of indirect expenses by the govern- 
ment contract. 

It is possible to set out certain princi- 
ples which can be successfully supported. 
A method of allocating indirect expenses 
which is in accordance with generally ac- 
cepted accounting conventions will not be 
upset by the Government except in most 
unusual circumstances where this method 
can be clearly shown to be inappropriate 
to measure the incidence of indirect ex- 
penses. Consistency from year to year in 
using a certain accepted method of al- 


(Continued on page 224) 
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location will strengthen the position for 
the use of such method. Of course, con- 
sistency is not necessarily always a virtue. 
If the advent of government contracts sub- 
stantially changes the pattern of produc- 
tion processes so that the methods pre- 
viously in use are clearly incorrect, the 
need for a change in expense allocation 
methods is clearly warranted. 


PAYMENT AND FINANCING 
UNDER DEFENSE CONTRACTS 
Cost-Plus-a-Fixed-Fee Contracts: Under 
CPFF contracts, contractors submit peri- 
odic reimbursement vouchers which set 
forth the costs incurred and a pro rata 
amount of the fixed fee or profit. These 
vouchers can be arranged for submission 
as often as necessary. Material, labor, and 
other direct charges are listed and over- 
head is computed on a provisional basis, 
subject to later audit and determination. 
In the Navy and Air Force, the reimburse- 
ment vouchers are submitted directly to 
the nearest military audit office. The 
auditors may then take one of two 
courses: They may visit the contractor's 
plant and perform an examination to 
verify the accuracy of the cost presenta- 
tion or the voucher may be approved 
provisionally subject to later audit. In the 
latter case, upon a subsequent visit to the 
contractor, all vouchers passed provision- 
ally will be audited together. After the 
voucher is approved by the audit group, 
either definitively or provisionally, it is 
sent by the audit office to the contracting 
officer (Air Force) who certifies it for 
payment, then to the fiscal office which 
sends out the check. In the Navy, the 


audit group has greater authority in the 
voucher approval. 

The Army procedures were formerly 
the same as those of the Air Force. Under 
a recent change, however, the reimburse- 
ment vouchers are now sent by the con- 
tractor directly to the contracting officer 
for certification and thence for payment. 
When the voucher is paid, a copy of the 
paid voucher is sent to the audit group 
and from time to time auditors visit the 
contractor’s plant for an audit of the 
records supporting costs claimed on a 
number of vouchers. The results of the 
audit are set forth in an advisory report 
to the contracting officer who may then 
deduct any improper payments from the 
next voucher. The rather significant differ- 
ence here is that the Navy and Air Force 
auditors (and formerly the Army audi- 
tors) pass upon the acceptability of costs 
claimed on the reimbursement vouchers 
and the contracting officer cannot pay 
without prior audit approval. In the Army 
now, the auditor's opinions are purely ad- 
visory to the contracting officer. 

The preparation and submission of 
reimbursement vouchers are not difficult. 
However, it is always wise, especially if 
you are a novice at government contracts, 
to request counsel from the contracting 
officer. He will gladly arrange for his 
analysts or representatives of the cog- 
nizant military audit group to visit your 
office and explain the procedures for pre- 
paring and submitting the voucher, the 
supporting records and documents re- 
quired, etc. 

Payments Under Fixed-Price Contracts: 
In the simplest set of circumstances, upon 
the fulfillment and completion of the 
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contract, the contractor bills the Goverp. 
ment for the contractually stipulated 
price, using his own regular commercial 
invoice. 

“Partial payments” is a term used 
where the quantities required under the 
contract are produced and shipped over 
an extended period and invoices are ren- 
dered under each shipment, computed b 
extending the contract unit price by the 
quantity shipped. Whether full shipment 
is made at one time and the full contract 
amount is billed or whether partial ship. 
ments are made and partial payments are 
received over an extended period, the 
billing procedures are simple and seldom 
produce any problems. 

Defense Contract Financing: The 
nature of some defense contracts, par- 
ticularly as to time and investment, te- 
quired the policy of reserving a portion 
of defense procurement for small busi- 
ness and resulted in a policy that under 
certain circumstances the Government 
will provide a certain amount of financial 
assistance to contractors. 

There are three basic categories of de- 
fense contract financing; guaranteed loans, 
advance payments and progress payments. 
Defense Department policy in regard to 
contract financing has been variously im- 
plemented by the three military depart- 
ments. The most recent and authoritative, 
official pronouncement is found in a joint 
Army-Navy-Air Force publication titled 
Defense Contract Financing Regulations, 
dated December 17, 1956. The Army 
regulation symbol is AR 715-6, Navy— 
NAVEXOS P-1006, and Air Force— 
AFR 173-133. 

The basic policy, as cited in Depatt- 
ment of Defense Directive 7800.4, states: 


The need for advance payments or for 
progress payments or for a guaranteed loan 
(with reasonable percentage of guaran- 
tee) shall not be treated as a handicap in 
awarding contracts to those qualified con- 
tractors who are deemed competent and 
capable of satisfactory performance. .. . 
Within established policy, awards which 
are otherwise proper must not be deterred 
by the necessity for providing reasonable 
contract financing. A contractor deemed 
reliable, competent, capable, and otherwise 
responsible must not be regarded as any 
less responsible by reason of the need for 
responsible contract financing provided or 
guaranteed by a military department. In 
selection of an appropriate method for 
provision of funds, contractors will not be 
expected to seek or obtain loans or credit 
from agencies of the Government outside 
the Department of Defense. 


This policy announcement is particu- 
larly important because, in the past, there 
were occasions when contractors requiring 
financing were viewed by some contract- 
ing officers as in some way inferior. In 
other instances, a contractor requiring 
government financing was expected to 


(Continued on page 250) 
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Tidewater Oil Company stuffs 1,000,000 
invoices plus advertising pieces per month 
with the Phillipsburg Inserter! 


FLYING 





Phillipsburg Inserter installation at Tidewater Oil Co., Los Angeles 


Cycle Billing Problems ? Phillipsburg Inserter simplifies, speeds cycle billing ! 


Manned by one operator, the Phillipsburg Inserter— with exclusive vacuum 
feed—stuffs invoices, credit cards, advertisements and return material into envelopes, seals, 
prints indicia, counts and stacks—at rates up to 6,000 pieces per hour! Pieces come off the 
machine fully processed ... accurately stuffed ... all ready for the Post Office, Tidewater 
is thus able to mail statements early, receive remittances promptly, audit on schedule and 


— 
aia iniaaieaichaaiaa N EVV | Phillipsburg Inserter with Feed Table eliminates 
* need for stapling bills. Send coupon for details. 


FINER PRODUCTS THROUGH IMAGINATION 
Bell & Howell 
Phillipsburg 


PHILLIPSBURG, NEW JERSEY 
Successor to Inserting and Mailing Machine Company 


Bell & Howell Phillipsburg Co., Phillipsburg, N. J. 


Please send [ “Wider Horizons” brochure 
CJ Information on New Feed Table 


Name 








Firm 


Street 





All businesses can save with the Phillipsburg Inserter! 
Mail coupon for ‘‘Wider Horizons" brochure... 


City. Zone ——State. 





C-5-8 
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During the course of the successful Southern Conference of Controllers 
Institute at Dallas, Texas, March 20-22, the cameraman recorded the 
presence and activities of a cross section of those present, inclyding: 


TOP LEFT: Institute President James L. 
Peirce, vice president and controller of 
A. B. Dick Company, Chicago, Ill., re- 
ceives a Texas “sombrero” from Confer- 
ence Chairman Fladger Tannery, senior 
vice president, Frito Company, Dallas. 
TOP RIGHT: Managing Director Paul 
Haase received a similar hat from Mr. 
Tannery. 


“NOBODY HERE 


LOWER LEFT: Plans for the 1959 Southern Conference of 
the Institute, which will be held in New Orleans, March 5-7, 
were being discussed by this group when the cameraman 
came along. Those present were: O. J. Howat, cashier, the 
Hibernia National Bank in New Orleans; Kenneth Shaffer, 
president, Standard Oil Company of Texas, Houston, who 
spoke at the Dallas meeting; Duren Holder; C. J. Thomsen, 
general chairman of the Dallas Conference; and Joseph 
Viguerie, treasurer and assistant secretary, A. M. Lockett & 
Co., Ltd., general chairman, 1959 Southern Conference. 






- 
% 


TOP CENTER: Duren Holder (right), treas- 

urer, the British-American Oil Producing 

Co., Dallas, who served as program chair- 

man of the Conference, chats with J. M. 

Hughes, vice president and controller, 

Mutual of New York, New York. Mr. 
Hughes is chairman of the Insti- 
tute’s National Planning Com- 
mittee. 


LOWER CENTER: Dallas Control President 
C. J. Thomsen, vice president, Texas In- 
struments Inc., with Board Chairman D. E. 
Browne, vice president-finance and con- 
troller, Lockheed Aircraft Corporation, 
Burbank. (He also received a sombrero.) 
LOWER RIGHT: Chicago Control President 
Herman Stein, controller, A. C. Nielsen 
Co., and A. G. Lindquist, vice president 
and treasurer, Gardner-Denver Co. 
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ROLE-PLAYING SESSION 
TALKS ON CONTROLLERSHIP 
AND ECONOMIC PROSPECTS FEATURED AT 


CIA’s Southern Regional Conference 


OP-LEVEL SUBJECTS and speakers were 
Tite order of the day at the 1958 South- 
ern Regional Conference of Controllers 
Institute. Sponsored by the Dallas Control 
of Controllers Institute, the Conference 
was held March 20-22 in Dallas, Texas, at 
the Statler-Hilton Hotel. Carl J. Thomsen, 
vice president, Texas Instruments Incor- 
porated, was the general chairman while 
the program chairman was Duren Holder, 
treasurer, the British-American Oil Pro- 
ducing Co. 


SHAFFER: 

On Unstated Assets—People and Man- 
agement Development. On the first morn- 
ing of the Conference, Kenneth H. Shaf- 
fer, president, Standard Oil Company of 
Texas, Houston, told the group that it has 
been broadly generalized that few com- 
panies are more than 85% effective and 
that most of management’s day-to-day 
headaches come from the inability of peo- 
ple to work effectively and harmoniously 
together. In answering the question of 
what management can do to increase its 
effectiveness, he defined ‘“‘management’’ as 
the art of getting people to cooperate 
wholeheartedly and effectively in an activ- 
ity which they feel is desirable. 

Mr. Shaffer referred to a survey of fac- 
tory workers made by Stanford University 
which revealed that the most important 
thing about a job was “having an under- 
standing and friendly supervisor’ while 
“wages” came fifth on the list. The 
speaker stated that management from top 
to bottom needs to develop a greater un- 
derstanding of what management really 
is: that it is the direction of people and 
the securing of wholehearted cooperation 
in the enterprise; and that we need more 
leadership development in solving the 
problems of using human assets. Manage- 
ment leadership qualifications included 
the obvious but still important factors of 
ability to lead, ability to develop person- 
nel, ability to organize and plan and other 
factors. 

In discussing the actual practice of man- 
agement as it relates to personnel, Mr. 
Shaffer noted that a “rating sheet” or ap- 


ptaisal procedure is only 10% worth while 
if you do not do something further with 
it. One point of follow-up is counselling 
and helping the men on the points where 
they appear to be weak and concurrent 
with this is the attitude that a basic re- 
sponsibility of management is to be con- 
stantly working on the development of 
men further down the ladder because it is 
the responsibility of management to have 
the best man adequately trained on every 
available job. 

Referring again to the results of the 
Stanford survey, the speaker noted that 
the second most important factor was the 
knowledge that the worker is doing useful 
work and doing it well. He quoted an ob- 
servation of Cyrus Ching who said he 
wanted the craftsmen at International Har- 
vester to say “I am helping to build the 
best harvester in the world” rather than 
say “I make wheel spokes.” The conclu- 
sion of this is that every supervisor should 
explain the “why” of the work that is be- 
ing done and that the “why” of every 
change which affects any individual in any 
way should be thoroughly explained. Mr. 
Shaffer concluded by saying that the item 
which does not show on the balance sheet 
—human assets—may be the principal 
means to success. 


RATHE: 
On Management Aspects of the Control- 
lership Function—Planning and Control. 
In the management cycle there are three 
steps: Making a plan, making it work, 
and watching it work. These three steps, 
explained Alex W. Rathe, a professor at 
New York University as well as principal 
lecturer at the American Management As- 
sociation and an independent manage- 
ment consultant, can be defined as plan- 
ning, operations, and review. Planning, 
Dr. Rathe noted, includes determining 
what should take place and preparing for 
the future plus finding the best way of 
achieving the goals. Two of the basic prin- 
ciples of planning are that a dollar spent 
on planning generally brings higher divi- 
dends than a dollar spent on review and 
that planning is the prerequisite to con- 
trol. Operations is the heart of everything 
because it is here that the preparations 
made in planning are realized and where 
the money is actually made and real con- 
trol is exercised. The review function per- 
mits management to determine what is 
happening, to evaluate the present and the 
past, to pick out symptoms, and to then 
perform the appropriate diagnosis. 

In the process of review, Dr. Rathe 
pointed out, the accountant has a stellar 


W. D. Walser, president of the Houston Control of Controllers 
Institute, presided at a luncheon meeting of officers and di- 
rectors of the Controls in the Southern and Midwestern areas. 
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role. With the lawyer and the engineer, 
the accountant shares the unique honor of 
being recognized as a “professional,” a 
distinction which “management’’ itself 
has not yet achieved. The accountant has 
two conflicting missions in that he is to 
give an historically and legally incontesta- 
ble account of the receipt and use of funds 
but at the same time must provide data in 
an operationally meaningful form which 
puts the emphasis on the future instead of 
on the past. The speaker pointed out that 
the “concept of controllership” developed 
by Controllers Institute (see page 194 of 
this issue) was a farsighted statement and 
has already produced outstanding results 
for the companies which follow it as evi- 
denced by their earnings statements and 
their reduced executive turnover. He noted 
that this concept is widely hailed as one 
of the most heartening innovations on the 
entire management scene. 

The function of research, Dr. Rathe 
noted, is a new contender for inclusion in 
planning and review. Research represents 
a search for new knowledge to crack old 
problems and to find new solutions; it 
strengthens the health of a company by 
adding new information and knowledge 
to the experience gained from past op- 
erations. 


HAYES: 

On the Controller’s Responsibility—Objec- 
tives, Organization and Control. The day 
of the financial controller is rapidly disap- 
pearing and the rate at which he is disap- 
pearing is exactly proportionate to the 
speed with which new controllers are 
learning the requirements of the entire 
management job. The author of this state- 
ment, Professor James L. Hayes, St. Bon- 
aventure University and a lecturer at the 
American Management Association, 
pointed out that no one has ever denied 
the importance of the financial executive 
in planning as for many years he has been 
a source of information and the weather 
vane of success or disaster. But he has 
done this so well that his position and 
profession have grown in the average 
company so that now the trend is to 
broaden this important financial function 
and at the same time make a “human” 
person out of a position. The controller, 
Professor Hayes noted, must bear the re- 
sponsibility for the organization because 
management is continually designing and 
redesigning its organization to effect dele- 
gation and the controller must, in each 
case, remind many people of the necessity 
for setting objectives and establishing 
timetables. Probably one of the greatest 
services of the controiier is to make sure 
that controls are established before a de- 
partment starts to operate so that the no- 
tion of control is communicated to the 
new manager. 




































While the new functions of the con- 
troller are important, the controller will 
have lost his original and a 
responsibility if he ceases to be the 
“guardian of the till.” People deserve 
money and all they can earn but business 
cannot give it away, Professor Hayes 
noted. In addition to knowing the techni- 
cal side of their new responsibilities, con- 
trollers must learn to “know people’ and 
they should no longer consider their jobs 
an impersonal business. 





Donald P. Jones, comptroller, Sun Oil 
Company, Philadelphia, Pa., and Mrs. 
Jones were photographed prior to Mr. 
Jones appearance at the Conference ses- 
sion at which he described plans for the 
Annual National Conference to be held 
in Atlantic City, October 19-22, 1958. Mr. 
Jones, who is a national director and vice 
president of Region Ill, is also serving as 
general chairman of the 1958 Annual 
National Conference of Controllers !nsti- 
tute of America. 





ASTON: 


On a Banker Looks Behind the Balance 
Sheet. James W. Aston, president, Repub- 
lic National Bank of Dallas, told the Con- 
ference group that bankers learn to judge 
figures and management accomplishments 
against both opportunity and difficulties 
encountered. To be able to appraise a com- 
pany, a banker must take a good thorough 
look behind the balance sheet to evaluate 
current management and potentialities of 
successor management; the banker also 
evaluates the business as a business and 
its place in our economy and it evaluates 
character and capacity. In the final analy- 
sis, Mr. Aston noted, it is people—human 
beings—that count the most. 

In discussing the current economic situ- 
ation, Mr. Aston noted that: 


1. The period we are going through 
now is an economic readjustment which 
must occur from time to time in any grow- 
ing and expanding economy ; 
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2. The natural forces of our economy 
should be given an opportunity to stabilize 
before drastic artificial means are used to 
stimulate the economy ; 

3. The total number of unemployed 
should be related to the total number em. 
ployed and not treated as a separate and 
unrelated factor in its effect upon our eco. 
nomic welfare; and 

4. One of our greatest problems is psy. 
chological and our efforts should be aimed 
at creating confidence in the minds of the 
American people. 


In discussing the bank’s relationship 
with its borrowing customers, Mr. Aston 
said that while they are primarily con. 
cerned with the short-term needs of cus. 
tomers, they think of them on a long. 
range basis and are therefore concerned 
with the projection of business beyond im. 
mediate short-term credit needs. To make 
this evaluation, the banks are interested in 
how well a company adapts itself to 
changing economic conditions and con- 
siders the debt-paying ability of the com- 


pany. 


BONCHER 
& FREEMAN: 
On Controllership and Effective Manage- 
ment Action. The new concept of control- 
lership was dramatically presented in a 
one-act play entitled “Effective Control- 
lership Action” starring H. P. Boncher, 
operating vice president of Dresser Indus- 
tries, Inc., and J. C. Freeman, Dresser's 
controller. The opening curtain saw two 
men in the president’s office of the mythi- 
Cal SVS Company where Mr. Freeman, 
as controller, was reviewing current opera- 
tions with Mr. Boncher, XYZ’s president. 
Even though the current year’s operations 
of the XYZ Company showed a marked 
decline from the previous year’s business 
and the current year’s planned level, the 
company attacked the dwindling profit 
picture with a program aimed at removing 
the “‘fat’’ from the expenses. 

Mr. Freeman submitted operation te- 
ports slanted toward the managerial ac- 
counting approach as opposed to the con- 


ventional profit-and-loss balance sheet ' 


presentation and stressed that the report- 
ing based on the “exception principle” 
permits management to have a capsule 
glance at the pertinent operating data. Mr. 
Boncher and Mr. Freeman, using the op- 
erating reports, then discussed the sales 
and variable margin in the light of current 
developments touching on the receivables 
in the inventory and the fixed asset turn- 
over performance which was on the down- 
trend. The controllet’s positive remarks 
on the continuation of the engineering 
and the R&D program in the face of a 
business downtrend were welcomed. Both 
Mr. Boncher and Mr. Freeman agreed 
that daily P&L statements are not only 
feasible and desirable but probably would 
be quite prevalent in a few years. Mr. 
(Continued on page 230) 
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State taxation once was easy. The property 
tax, a franchise tax, and a few license taxes 
made up the picture. But now all this is 
changed. 


New and drastic forms of taxation have 
been created, rates have sky-rocketed, more 
and still more tax money is demanded. Today, 
as never before, correct, continuing tax infor- 
mation is vital to effective, economical business 
management. And not just at return time, 
but all through the year. Tax control must be 
carefully planned, plans constantly revised to 
match the swift pace of present-day tax 
changes. 


For these basic reasons Tax Men every- 
where welcome the special assistance of CCH’s 
State Tax Reports. 


Send for Your 
FREE Tax Book 


Use this handy coupon to 
request your complimen- 
tary copy of ‘‘When Busi- 
ness Crosses State Tax 
Lines’’. Practical, easy 
to understand, it lays out 
typical: state tax angles 
to be considered in every- 
day tax situations and 
transactions. 
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for All States 
for Your State 


Forty-eight states and the District of 
Columbia are each individually covered by 
CCH’s State Tax Reports, each state the sub- 
ject of its own reporting unit. Swift, accurate, 
convenient, the informative regular issues of 
each unit keep your tax facts and information 
constantly up-to-the-minute. 


Coverage includes new laws, amendments, 
regulations, rulings, court and administrative 
decisions, return and report forms—in short, 
everything important or helpful in the sound 
and effective handling of corporate or indi- 
vidual state taxes and taxation. 


COMMERCE. CLEARING. HOUSE,.INC.. 
PUBLISHERS of TOPICAL L.Aw REPORTS 


425 13TH STREET.N.W 
WASHINGTON 4 


4025 W. PETERSON Ave 
CHICAGO 46 


522 FiFtH AVE. 
New YorRK 36 


Commerce Clearing House, Inc. 
4025 W. Peterson Ave., Chicago 46, Illinois 


Send us our complimentary copy of ‘‘When Business 
Crosses State Tax Lines’’. Also send further details 
about CCH’s swift, dependable STATE TAX REPORTS 
—no obligation, of course. 


Me GRID oo hak Cows dadech cvaccddatesasseceee 


Address .. 
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COME TO 


THE Pacific Northwest 


JUNE 5-6-7 


WESTERN REGIONAL CONFERENCE 


SPONSORED BY TH 


E-SEATTLE CONTROL 


CONTROLLERS INSTITUTE OF AMERICA 


THURSDAY, JUNE 5 


Registration all day. Reception for members 
and guests. 


FRIDAY, JUNE 6 


A.M. TOPIC: “The Economy—A Current 
Analysis” Speakers: H. Dewayne Kreager, di- 
rector, Department of Commerce and Eco- 
nomic Development, Washington State. An- 
other speaker to be announced. 


LUNCHEON TOPIC: “A Current Look at 
Federal Taxation Policies and Trends” 
Speaker: O. Gordon Delk, deputy commis- 


sioner, Internal Revenue Service. 


P.M. TOPIC: ‘Practical Aspects of Certain 
Phases of Corporate Financing” Speakers: 
Charles Whitehead, partner, Haskins & Sells, 
San Francisco, on “Recommendations for 
Changes in the Internal Revenue Code Re- 
garding Corporate Reorganization, Distribu- 
tion and Liquidation’? and Charles Osborn, 
partner, Boyle, Boyle and Gates, Seattle, on 
“Practical Aspects of Corporate Mergers.” 


OLYMPIC HOTEL - 
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trshing fy 
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FRIDAY EVENING 


Cruise on Puget Sound to Kiana Lodge for 
a salmon bake. 


SATURDAY, JUNE 7 


A.M. TOPIC: ‘Management Research and 
Sciences” Speakers: William Royce, manager, 
Pacific Northwest Office, Stanford Research 
Institute, on “Applications of Management 
Research and Solutions of Problems Where 
Conflicts Exist Between Different Segments 
of Management” and William Eldridge, part- 
ner, Booz, Allen and Hamilton, Los Angeles, 
on “The Management of Research and De- 
velopment’; also Roger Crane, management 
services, Touche, Niven, Bailey & Smart, De- 
troit, on “Application of Management Sci- 
ences to Solutions of Industry Problems.” 


LUNCHEON TOPIC: To be announced. 
Speaker: William M. Allen, president, Boeing 
Airplane Company, Seattle. 


ALSO Special Events for the Ladies. 
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CIA Southern Conference 
(Continued from page 228) 


Boncher firmly recommended that control. 
lers appraise not only their departments 
but their own objective thinking and shake 
free of the routine tasks with which they 
have burdened themselves. 

Other speakers were Dr. John R. Stock. 
ton, director of Business Research and 
professor of Statistics, University of 
Texas, Austin, whose topic was “The 
South—Its Next Economic Decade” and 
Major General Richard M. Montgomery, 
deputy commander, Second Air Force 
Base, Barksdale A.F.B., La., who spoke 
on the Strategic Air Command. The Con- 
ference opened with welcoming remarks 
by General Chairman C. J. Thomsen. The 
president of Controllers Institute, James 
L. Peirce, vice president and controller, 
A. B. Dick Co., Chicago, presided at the 
closing luncheon while the chairman of 
the Board of CIA, D. E. Browne, vice 
president-finance and controller, Lockheed 
Aircraft Corporation, Burbank, Calif., 
presided at the opening luncheon. 

Other presiding officers were: W. Duke 
Walser, vice president and controller, 


| Tennessee Gas Transmission Company, 


Houston; Oswald J. Howat, cashier, the 
Hibernia National Bank in New Orleans: 
Leland K. MacFarland, secretary and 
treasurer, Kingwood Oil Company, Okla- 
homa City, Okla. ; John C. Shea, vice pres- 
ident, Whitney National Bank of New 
Orleans; and Claiborne H. Johnson, con- 


| troller and secretary, Fleming & Sons, 





| We’re sold out again on these issues needed to 
| complete 


Inc., Dallas, Texas. 


Capital Expenditure Plans 


Businessmen plan to spend $32 billion 
on new plant and equipment in 1958, a 


reduction of 13% from last year’s record 


$37 billion, according to the latest survey 
conducted between late January and early 


| March by the SEC and the Department of 


Commerce. Except for public utilities, all 
major industries expect to reduce their 
outlays in 1958 as compared to 1957. The 
programs mark the end of the recent 
boom in capital investment, which brought 
about a rise of almost 40% in plant and 
equipment expenditures from the $27 bil- 
lion expenditure in 1954. Manufacturing 
companies anticipate a reduction of one- 
sixth, while commercial companies expect 
to spend one-eighth less than last year and 
railroads are down by more than one- 
third. Mining and nonrail transportation 
also show substantial declines, 15% and 
19%, respectively. 


WANTED—CONTROLLER MAGAZINES 


“back-copy subscriptions” or to fill 
“single copy’ requests: November °57; January ’58 
If you have extra copies or have read your copies 
and will part with them, send them to the Circu- 


| lation Manager. 


THE CONTROLLER 
Two Park Ave. New York 16, N. Y. 
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Of course! Many companies have been doing it 
for years, using The Traveletter® System. Shock- 


ing, isn’t it? Crazy idea! Maybe, so — to old- 
fashioned management — but modern manage- 


ment has found out differently. 


The Traveletter System is an established system 
that has provided sound control of travel ex- 
penses for 62 years for many of America’s 
largest companies who recognize the ad- 
vantages of The Traveletter System over ordinary 


“Traveletter” Reg. U.S. Pat. Off. 


TRAVELETTER CORPORATION 


2 GREENWICH 2, 


WHATI... 


let a salesman write 


pa. _ his own expense checks? 


t. 


w f 


ee af 


home office methods of handling travel expenses. 

Besides controlling expenses here’s what The 

Traveletter System does: 

1. Materially reduces the cost of reimbursement 
procedure. 

2. Eliminates cash advances. 

3. Simplifies banking procedures. 

4, Aids Sales Department in processing expense 
reports. 

5. Assists traveler in authenticating expenses as re- 
quired by the IRS. tax ruling. 


Traveletter’ 


The Modern System for handling 
Sales Expenses . . . Since 1894 


CONNECTICUT 
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ndigestion strikes... 
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Occasional or chronic, R & S offers quick and last- 
ing relief from “figure indigestion” by its always 
on call, around-the-clock automatic data processing 
services. 

Diagnoses are swift and accurate, application 
of treatment equally so. Besides, our highly trained 
specialists are available at clinic rates and you only 
pay for actual “treatment” time! 

Every business suffers from “figure indiges- 
tion” at one time or another, and like all diseases, 
it usually strikes at the most inconvenient time. 
Don’t endure this painful and often costly malady 
another day — just call any R&S regional data 
processing center listed below. 


RECORDING & STATISTICAL 
CORPORATION 


NATION-WIDE SERVICE 


NEW YORK: 
BOSTON: 
CHICAGO: 

SAN FRANCISCO: 
MONTREAL: 
TORONTO: 


100 SIXTH AVENUE, NEW YORK 13, N. Y. WOrth 6-2700 

566 ATLANTIC AVENUE, BOSTON, MASS. Liberty 2-5365 

223 WEST JACKSON BOULEVARD, CHICAGO 4, ILL. HArrison 7-7357 
560 SACRAMENTO STREET, SAN FRANCISCO 11, CAL. EXbrook 2-434] 
407 McGILL STREET, MONTREAL, CANADA. Plateau 3831 

439 WELLINGTON STREET, WEST, TORONTO, CANADA. EMpire 3-4951 
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Reporting on Earnings-Per- 
Share Figures to Stockholders 


The American Institute of Certified 
Public Accountants has issued an account- 
ing bulletin aimed at standardizing the 
methods used to report earnings-per- 
share figures to stockholders. Reaffirming 
an earlier stand that in many cases “‘t is 
undesirable to give major prominence to 
a single earnings-per-share figure,” the 
AICPA Committee on Accounting Pro. 
cedure pointed out that since such figures 
are widely quoted by the press and mar. 
ket analysts, it is important that they be 
calculated in a consistent and meaningful 
manner. 

The committee emphasized that an ex- 
planation of the method used to compute 
earnings-per-share figures should accom- 
pany the financial statements of all com- 
panies that had a significant change in 
stock outstanding during the period cov- 
ered by the report. 

“If stock splits or stock dividends have 
occurred, the earnings-per-share figures in 
statistics of past years as well as the cur- 
rent year should be calculated with the 
use of the new number of shares out- 
standing,” said William W. Werntz, 
chairman of the 21-man committee which 
issues the high-authority accounting te- 
search bulletins. 

“On the other hand, if changes in the 
number of shares outstanding are due to 
the issuance of additional shares for cash 
or as a conversion of bonds, no change in 
past statistics is usually necessary,” Mr. 
Werntz continued. “A weighted average 
will provide the proper results for the 
current year.” 

In cases where earnings-per-share fig- 
ures are shown without a qualifying ex- 
planation, the committee suggested that 
the term be used to designate “the 
amount applicable to each share of com- 
mon stock or other residual security out- 
standing.” It also recommended that the 
term “earnings-per-share’”’ not be used to 
describe the extent to which the require- 
ments of dividends on senior securities 
have been earned. 


TE! Annual Dinner Meeting 


The 14th Annual Dinner Meeting of 
the New York Chapter of the Tax Ex- 
ecutives Institute, Inc. will take place on 
Wednesday evening, May 14, at the Wal- 
dorf-Astoria Hotel, New York City. The 
guest of honor will be Walker L. Cisler, 
president, the Detroit Edison Company, 
who will address the meeting on “‘Corpo- 
rate Tax Management—The Growth of a 
Dual Responsibility to Owners and to Gov- 
ernment.” Other honored guests will in- 
clude tax administrators from federal and 
state governments. For tickets ($20.00) 
write to Walter Chwals, United States 
Rubber Company, 1230 Avenue of the 
Americas, New York 20, N. Y. 
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Tax Workshop School to Hold 
Intensive Tax Training Program 


Practical training in taxation is the key- 
note of the 1958 intensive tax training 
program of the Tax Workshop School to 
be given in two sessions from October 15 
to 24 and from October 27 to November 
5, 1958. 

The content of each subject has been 
geared to the needs of corporate tax men. 
Subjects that will be offered during the 
first session are: State and Local Taxa- 
tion I—Federal Income Taxation I—and 
Federal Corporate Tax Practice. Subjects 
which will be offered during the second 
session are: State and Local Taxation II— 
Federal Income Taxation II—and Reor- 
ganizations and Liquidations. 

Since this series of graduate tax studies 
will be given primarily for tax men dis- 
tant from New York, they can, if they re- 
main for the first and second sessions, 
obtain complete training in the state and 
local area, the federal income tax area, 
and the corporate tax area. 

For some students it would be prefer- 
able to start with federal income taxation 
and complete these subjects during the 
Fall program. Such students can then con- 
tinue with the corporate tax studies next 
Fall. Other students can start immediately 
with the corporate tax subjects. Those stu- 
dents interested in state and local taxation 
should take both subjects for complete 
coverage in this field. The director will be 
pleased to advise as to the best program 
to follow. 

Each eight-day session is a combination 
of class and workshop seminars. The stu- 
dent attends teaching-discussion seminars 
from 9:00 a.m. to 12 noon and workshop 
problem seminars from 1:00 p.m. to 3:30 
p.m. During the morning meetings the 
principles, rules and substance of taxa- 
tion will be covered. During the after- 
noon meetings practical problems in taxa- 
tion that are geared to the areas considered 
in the morning meetings will be covered. 

The faculty will consist, as usual, of 
outstanding tax men who are able to 
teach, selected from national accounting 
firms, prominent law firms and corporate 
tax departments. Where possible, tax men 
who have specialized training will be used 
where their experience will be of particu- 
lar benefit to the student. 

This program started in 1956, it was 
revised in 1957 and the present “Class 
and Workshop Seminar Format’ will be 
given this Fall. The intensive tax training 
program will be repeated each Fall and 
additional subjects will be added to the 
curriculum from time to time. Tax men, 
if they wish, can plan over the years, a 
course of study suitable to their needs. 

For information write to Jess J. Lapp- 
ner, Director of the Tax Workshop 
School, 480 Lexington Avenue, New 
York 17, N. Y. or if you wish telephone 
Plaza 5-7330. 
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At the Annual Meeting of Members of Controllers Institute 
of America held on April 28, 1958 in French Lick, Indiana, 
during the Midwestern Conference, eleven members were elected 
to serve on the National Board of Directors for a three- 


year period beginning September 1 from the regions indicated. 
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Region 1 








W. BERNARD THULIN MALCOLM S. SUTHERLAND STEVE H. BOMAR 
Region 3 Region 4 Region 5 





PAUL R. LANGDON JAMES F. LILLIS Cc. K. MecCRACKEN 
Region 6 Region 6 Region 7 





DONALD A. ROBERTSON JOHN V. PAGE HAROLD K. MERRILL 
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RETIREMENT 
A New Outlook for the Individual* 


By Gifford R. Hart 





Reviewed by LOUIS M. NICHOLS 
Consultant 
Bridgeport, Conn. 


While other books on this subject cover 
mainly the economics of retirement, de- 
scribe localities which are favorable for 
retirement living, list available hobbies 
and studies made among retired people, 
this book goes further. Its primary pur- 
pose is to help you to prepare yourself 
successfully to attain the happiness that 
can be yours by starting your prepara- 
tions now, realizing what the important 
aspects of retiring and retired living are 
really like. 

Retirement, instead of being viewed as 
a remote event to be regarded with ap- 
prehension, or ignored, can be just as 
much of a “blessed’’ event as marriage, 
the birth of a child, or your first big 
promotion. 

Not too many generations ago, man’s 
fate was to continue to work, become a 
dependent, or die. Not so now. Twenty- 
two million people are covered by com- 
pany or other pension plans and many 
millions more by Social Security. People 
live longer so more of their allotted 
years will be spent in retirement. Not 


* Published by Harcourt, Brace & Co., Inc., 
383 Madison Avenue, New York 17, N. Y. 
$3.95. 
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enough recorded past experience of re- 
tired people is available and often is not 
useful since they have gone into retire- 
ment without previous preparation. 

Certainly it is necessary to plan the 
switch to new interests and new friends 
outside your business or professional cir- 
cle and actually begin it well in advance 
of retirement. While your business or pro- 
fession may have been a challenge as 
well as a means to the end of economic 
well-being, these ‘estimable occupations 
are not the whole of life.’ 

The author's inquiries among a repre- 
sentative group of men who were to re- 
tire in five to ten years disclosed very 
few with definite plans, and most of those 
company presidents! 

Many companies stimulate their em- 
ployes to plan their retirement at least ten 
years in advance—especially the financial 
aspects which will at least avoid starva- 
tion or dependency. But intellectual and 
emotional preparations are just as neces- 
sary. Interest in some civic or cultural ac- 
tivities (besides technical or trade train- 
ing), whether in school or college or 
later, are most conducive to a happy re- 
tired life. The fate of the steel industry, 
draw-poker and golf are not much mental 
nourishment in retirement. Russell Dav- 
enport has said, “An urban economy has 
made millions incapable of a vegetative 
retirement.” 

Recent life insurance tables show that 
if you retire at any age between 55 and 
70 in good health and with an income 
adequate for essential needs, you can ex- 
pect to live four to five years longer than 
if you kept on working. All the more 
reason for early planning! 

Since retirement is really a way of life 
itself, no cut and dried plan will fit any 
individual’s needs well. Gather pertinent 
experiences from various sources and se- 
lect those best fitted to your individual 


ae i 5 lll ll 





234 


traits, desires and needs. The health of 
your wife and yourself, minimum finan. 
cial needs, best liked hobbies of both of 
you, and desired nearness to children, all 
will influence the chosen location. 

Your financial needs after retirement 
demand most careful calculation by you 
and your wife on a realistic basis. Cash 
outgo can be reduced by converting in. 
surance policies to a “paid-up” basis or 
retirement income for life with so many 
years certain to dependent or estate. In. 
vestments should be reviewed to insure 
safety but with good yield. Company pen- 
sion plans should be understood. If you 
choose lesser immediate income under a 
“survivorship” option (if your wife is 
younger, check as to penalties under gift 
tax, estate tax and taxable income to her 
versus supplementary insurance payable 
to her after your “‘vested interest’ if an 
in your pension is exhausted, for the bal- 
ance of her life or ten years certain; pay- 
ments of principal and interest to her 
non-taxable),* other options under com- 
pany plans should be studied and selected 
depending on your age, your wife’s age, 
your health and income requirements, 
You had better plan budgeting (and 
practice it!) if you never have before. 

In budgeting current expense in rela- 
tion to income it is prudent to allow for 
some reservoir of cash for emergency ex- 
penses not covered by hospital or medi- 
cal expense on which you may be paying 
premiums. This buffer fund, if in “E” 
bonds or savings accounts, will earn in- 
terest and regular investments will not 
have to be sold perhaps at unfavorable 
times or incurring a capital gains tax. An 
emergency fund equal to two years’ ex- 
penses is recommended; also to pay all 
debts before retirement and buy anything 
like a new car or major appliances. 

The author advocates better treatment 
of those over 65 in the income tax law as 
to deductions for medical expenses and 
retirement income treatment and dividend 
and interest credit on income from invest- 
ments. (The limitation of $1,200 on out- 
side earnings as to disqualification for So- 
cial Security is also forcing a life of 
distasteful loafing on many tetired peo- 
ple who would be happier in some patt- 
time useful occupation. ) * 

Sixty-five has come to be the accepted 
retirement age, not only under Social Se- 
curity but in most pension pians as com- 
pulsory retirement age. While many men 
like Baruch and Churchill retain their 
vigor and intelligence and possess invalu- 
able experience, it would be difficult to 
make exceptions under plans without 
creating suspicion of favoritism and in- 
equity. Unless the inevitability of retire- 
ment is recognized and planned for it 
often comes as an actual and damaging 
“shock.” If health dictates and finances 
permit, op/ional retirement at 60 or even 


* The parentheses are the reviewer's. 
(Continued on page 236) 
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American Appraisals 
eliminate ‘‘Ghosts” in 
property accounts 


An American Appraisal original cost 
study and check of physical assets 
often reveal items of property dis- 
posed of, but not eliminated from 
property records — affecting costs, 
profits and taxes. 


The 
AMERICAN 
APPRAISAL 


Company 
leader in property valuation 
HOME OFFICE: MILWAUKEE 1, WIS. 








BOOK DIGEST 





SOME OBSERVATIONS ON 
EXECUTIVE RETIREMENT 


by Harold R. Hall. Published by 
Division of Research, Graduate 
School of Business Administration, 
Harvard University, Boston. 
When should an executive retire? How 
can the company help an executive's re- 
tirement program? What financial prep- 
arations are necessary? What are the 
wife's responsibilities ? 
Copies of the 24-page digest 
(inc. reference reading list) 
available at $1.00 each from 


CONTROLLERSHIP 
FOUNDATION, INC. 


Research Arm of Controllers Institute 


Two Park Avenue 
New York 16, N. Y. 


Orders from nonmembers outside 
Continental U. S. and Canada 
must be accompanied by remittance 














earlier may be wise, avoiding the feeling 
of no longer being “wanted” or useful. 
One may also have substantial outside 
earnings prior to Social Security age of 
65, thus making a gradual adjustment. 
The author gives some pertinent, broad 
hints on how to act and react as a retirant: 

A late choice of a “hobby” just to have 
one, is not so good as a lifetime interest, 
especially one that can be continued after 
65. These interests should: 


1. Perform some useful function 
(civic, etc.) 

2. Be at least somewhat creative in 
nature 

3. Be preferably an activity that pro- 
duces some financial result for self or 
others 

4, Make some use of your principal 
skill or experience (as consultant or 
writer). 


Going into retirement is not too much 
different from changing jobs, as to con- 
tinuation of relations with business as- 
sociates, in most cases being an automatic 
discontinuation. So it is most important 
to have acquired congenial personal friends 
of long standing. If you have such 
friends and children and grandchildren 
in your present habitat and a comfortable 
modest home free and clear, think twice 
before uprooting for the illusive charms 
of Florida or California with the possi- 
bility of depressing association with older 
persons not in good health, unless your 
own health and financial circumstances 
make such a shift advisable. 

After retirement you can meet people 
as people, and not as someone who might 
help or hinder you in business; business 
titles lose their prestige. 

The desire to keep in touch with your 
former business is futile—unless your 
prominence in a specialized field makes 
your services in demand (before retire- 
ment) as a consultant. One is not likely 
to be happy confronted with ‘Let me 
bring you up to date!” 

Revisitation to your old company prem- 
ises and a diminishing number of old 
company associates is likely to be depress- 
ing. When you retire, your new life 
should be delightful enough to absorb all 
your interest; freedom from business wor- 
ries should not tempt one to concentrate 
on personal worries. 

The idea that you can retire and merely 
enjoy this new era without adjustments, 
expected and unexpected, is not realistic. 
One must plan the enjoyable things to do 
in otherwise idle hours and not become a 
slave to new kinds of “‘busy-ness.’’ Adjust 
to the slower pace of living without the 
pressure of time or superefficient per- 
formance of duties. 

The discovery of what your wife’s life 
is really like is a part of your retirement 
education toward becoming an under- 
standing husband, and preferably a help- 


ful one. 


The climate of retirement is such that 
it would be very easy to drink too much 
and too often, unless you have been wise 
enough to acquire the interests and ac. 
tivities previously advised. 

The less rigid requirements as to dress 
in your more informal type of life adds 
to the enjoyment of living—but don’t g0 
“sloppy.” 

Select carefully among the demands for 
participation in civic and charitable activi- 
ties—otherwise it is possible for these to 
become burdensome. Don’t expect long 
uninterrupted days—you wouldn’t want 
them anyway. 

Most retired people should expect to 
budget realistically, but be a good sport 
and make a game of “beating the 
budget.’ Too few retired people com- 
pare notes as to the technique of a happy 
and successful retirement. When your te- 
tirement day comes you should realize 
happily, together with your wife, that “at 
long last’’ you are literally and truly a free 
man. 

The author then gives the entries made 
in his diary during the six months pre- 
ceding his retirement (which for reasons 
of health he decided to take earlier than 
the allotted date) revealing his reactions 
to the adjustments it was necessary to 
make and making it clear that anticipation 
of retirement as a desirable “new” way of 
life, planning new interests ahead of 
time, and accepting the necessary adjust- 
ments cheerfully can make it just that. 


PROCESS COSTS: ACTUAL, 
ESTIMATED AND STANDARD*# 


By George Hillis Newlove 


A text book for senior and graduate 
students designed to give an adequate 
knowledge for intermediate and advanced 
cost techniques. Contains schedules for 
the three methods of accounting for spoil- 
age under process costs and the extension 
of the use of standard costs over the three 
spoilage methods. 


* Distributed by Hemphill Book Stores, Aus- 
tin, Texas. $5.00. 


TOP MANAGEMENT 
DECISION STIMULATION* 


This is a thorough discussion of the 
well-known AMA decision-making game. 
The chapters include the background and 
theory of top-management problems and 
their solution by mathematical techniques 
and industrial applications of systems 
simulation. Other chapters, devoted to the 
actual AMA game, develop the over-all 
approach, the difficulties in construction, 
how the game is played, the role of the 
computer and applications. 


* Published by the American Management 
Association, 1515 Broadway, Times Square, 
New York 36, N. Y. $4.50 to nonmembers. 
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NABAC Publishes 
Pension Plan Manual 


A new manual covering the basic fac- 
tors involved in pension programs has 
been prepared by the National Associa- 
tion of Bank Auditors and Comptrollers. 
The manual is based on an analysis of a 
survey of the pension plans in 197 banks. 

Entitled “An Introduction To Pension 
Plans,” the new book outlines the pur- 

se and advantages of pension plans, 
the principles involved in establishing 
them—who is to be covered, normal re- 
tirement age, vesting, determining amount 
of benefits, and the payment of benefits. 
The forms of pension plans, including in- 
sured plans, self-administered plans, and 
mixed plans as well as the costs and tax 
factors, are discussed in detail. 

The reports of the pension plans in the 
banks surveyed show the number of em- 
ployes, conditions of eligibility, employe 
contributions, benefit formula, retirement 
age, death benefits, disability benefits, 
costs, and percentage of annual salary. 

In addition the book contains sample 
pension programs for correspondent banks 
and state banking association plans, plus 
a bibliography of selected references on 
pension plans. 

Copies of this newest NABAC publica- 
tion have been mailed to all Association 
members. Additional copies are available 
from NABAC Headquarters, 38 South 
Dearborn Street, Chicago 3, Illinois, at 
$2 to NABAC-member banks and $4 to 


nonmembers. 


“University of Banking” Setup 
in New York State 


The New York State Bankers Associa- 
tion has established a ‘University of 
Banking” on a 2,500-acre estate at Carmel, 
New York. The coeducational school will 
consist of six resident institutes and two 
seminars to be held during the late spring 
and early fall. 

Facilities at the new school were de- 
signed to supplement the already existing 
Bankers School of Agriculture at Cornell 
University and the Trust New Business 
School at NYU. 

Each banker participating in the course 
will have his tuition paid by his bank and 
will get his regular salary while attend- 
ing school. Some 8,700 bank employes, or 
about 10% of those working in banks in 
New York State are taking night courses 
following the curriculum of the American 
Institute of Banking. 





APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 
STANDARD APPRAISAL COMPANY 


BOSTON 6 CHURCH STREET ATLANTA 
PHILADELPHIA w;ew YORK, N.Y. CHICAGO 
PITTSBURGH ST. LouIs 
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ELECTRONICS IN BUSINESS: 
A DESCRIPTIVE REFERENCE GUIDE 


Over 300 annotated entries covering material on elec- 
tronic machines published through May 31, 1955. Also, 
sections describing installations of electronic computer 
systems, commercial digital computer centers, and actual 
business installations of electronic computer systems. 

Paperbound, 176 pages $2.00 
($1.50 to members of Controllers Institute of America) 


ELECTRONICS IN BUSINESS: 
SUPPLEMENT NO. 1 


More than 250 annotated entries covering material on 
electronic machines published from June 1 ,to December 
31, 1955. Use of this supplement, together with the basic 
source book, will give complete information for finding 
answers to specific problems. 

Paperbound, 130 pages $3.00 
($2.00 to members of Controllers Institute of America) 


BUSINESS ELECTRONICS REFERENCE GUIDE: 
VOLUME Iil 


Authoritative and up-to-date information on: computer 
installation and applications; data processing systems; 
and listings of visual presentations available. Also, de- 
scriptive listings of all worthwhile literature published in 
the period from January-July 1956. 

Paperbound, 208 pages $6.00 
($5.00 to members of Controllers Institute of America) 
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Disease, not business tension, is the 
greatest threat to the corporate executive's 
health according to Dr. Charles §. 
Thompson, medical consultant to Sears, 
Roebuck & Co. and other concerns. Pres. 
sure and tension of a psychological nature 
upon an individual, according to Dr, 
Thompson, have no known medical rela- 
tionship to the state of a man’s health. 
On the contrary, the executive is strong 
and he likes his job which is done in an 
atmosphere of tension. The greatest single 
deterrent to a sound medical program 
among businessmen, notes the doctor, is 
the lackadaisical attitude which they show 
to their health. They should not confuse 
tension and stress with disease processes 
that are inherent within their environ- 
ment. 


Facts About Money 


The interesting and educational story of 
money is presented in a 44-page booklet 
entitled, “Facts About Money,” illustrated 
in two colors. It tells how many of our 
present-day slang expressions about money 
started . . . what people used as money 
in the past . . . all adding up to a better 
appreciation of the simplicity and eff- 


| ciency of our modern monetary system. 


Designed to be an excellent “give- 
away’ to the junior depositor, the book- 
let is available in quantity at low cost. 
Bank’s name and address are prominently 
imprinted on the cover. The manufac- 
turer, the Passante Company, 768 Connect- 
icut Blvd., East Hartford, Conn., offers a 
free sample to interested banks. 


For Men at the Approval Level 


The base of an office chair carries the 
load and takes the hard knocks. People 
kick it, scrape it, bump it and grind sand 
into it with their feet. No wonder the or- 
dinary base looks shabby even in a few 
weeks. 

You could save money if you could 
buy office chairs with bases that would 
never need refinishing and never wear 
out. 

Sturgis office chairs with fiber glass 
bases cost no more than most ordinary 
chairs. The Sturgis fiber glass base is un- 
believably strong and tough. It will never 
need to be refinished because there is no 
finish to scuff off. In short, it will never 
wear out. When it gets dirty wipe it off 
with a damp cloth and it will look like 
new. 

Write for a folder showing 33 models 


| of Sturgis chairs, 15 with fiber glass 


bases. Hundreds of smart, modern color 
combinations are available. Address the 
Sturgis Posture Chair Company, Sturgis, 
Michigan. General Sales Offices, 154 E. 
Erie Street, Chicago 11, Illinois. 





(Advertisement) 


THE CONTROLLER * MAY, 1958 











| SOLVED THREE PROBLEMS AT ONCE... 


when I suggested calling in Pandick Press 
to do all our corporate printing. Now we 
get really professional-looking work, well 
within our budget, in much less time. 


[Beg Pa V4 “Neg 4 Pr 2S § ht - 22 THAMES ST., NEW YORK 


71 CLINTON ST., NEWARK, N. J. 
Establisked 1923 


LEADERS IN FINANCIAL PRINTING SINCE 1923 














New York City 


Institute officials discuss proposals to 
reorganize Controllers Institute of Amer- 
ica into six areas and 12 regions. Standing 
(left to right) are James L. Peirce, presi- 
dent, Controllers Institute; Dudley E. 
Browne, chairman of the board of Con- 
trollers Institute; J. McCall Hughes, chair- 
man, CIA national Planning Committee; 
and Harold A. Ketchum, president, Con- 
trollership Foundation, research arm of 
Controllers Institute. 

The report concerning the reorganiza- 
tion of the Institute into six areas and 12 
regions was among the reports and rec- 
ommendations approved by the Institute’s 
board of directors at a meeting in New 
York City in early January 1958. 


San Francisco, Calif. 

The San Francisco Control of Control- 
lers Institute of America held a Production 
Workshop Con- 
ference on April 
ly at the St; 
Francis Hotel in 
San Francisco. 
General chair- 
man of the Con- 
ference was 
Kenneth R. 
Rickey, vice 
president and 
treasurer of Len- 
kurt Electric 
Company, Inc., 





MR. PARSONS 


of San Carlos, Calif. 

Sherrill A. Parsons, Western Region 
Coordinating Partner of Booz, Allen & 
Hamilton and Robert S. Groetzinger, As- 
sociate of Booz, Allen & Hamilton spoke 
at the evening session on the “Manage- 
ment of New Products.” They discussed 
the planning and techniques necessary to 
realize continued growth and profitability 
through a sound production program. 
Their talk disclosed the results of a com- 
prehensive research study of new product 
management. 

The afternoon session was devoted to a 
discussion on “Planning Operations to 
Maximize Profits” with Harvey V. Oakes, 
Director of Distribution, Crown-Zeller- 
bach Corporation, presenting the opera- 
tions’ viewpoint and Leonard F. Beckers, 
controller, Crown-Zellerbach Corporation, 
discussing the same topic from a control- 
ler’s standpoint. 

This was the second in a series of Pro- 
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duction Workshop Conferences sponsored 
by the San Francisco Control of which 
Duncan I. McFadden, controller of Stan- 
ford University, is president. It followed 
a very successful workshop held last No- 
vember with over 100 financial officers 
and production executives attending. An 
account of the first Workshop appeared 
on page 30 of the January 1958 issue of 
THE CONTROLLER. 


Indianapolis, Ind. 


Victor C. Seiter, controller and assistant 
secretary-treasurer of the Citizens Gas & 
Coke Utility in Indianapolis, Ind., was 
recently elected president of the Indiana 
Gas Association at its annual conven- 
tion at French Lick, Ind. Mr. Seiter had 


MR. GROETZINGER 


MR. OAKES 





served the Association as secretary-treas- 
urer 1952-57 and as vice president in 1957. 
He served as a member of its board of di- 


rectors since 
1952. Other ac- 
tivities have in- 
cluded commit- 
tees of the Amer- 
ican Gas Associ- 
ation and the 
following in 
Controllers In- 
stitute of Amer- 
ica affairs: third 
president of the 
Indianapolis 
Control, 1941- 
42; national director, 1949-52; and re- 
gional vice president, 1951. 





MR. SEITER 


MR. BECKERS 
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(Continued from page 206) 


INVENTORIES AND VARIANCES 


The final stage is the development of 
the system to value production, price in- 
ventories, and determine operating vari- 
ances. The points at which inventories 
are to be recognized must be chosen and 
the degree of detail required should be 
determined. Production reporting pro- 
cedures must be developed so that pro- 
duction is reported in the units that are 
recognized at each of these inventory 
points. A numerical product code may be 
required for specific identification of the 
products at the various stages. 

Considerable attention should be given 
to the operating variances that are to be 
developed. While it is easy to obtain 
variance analysis in greater depth by the 
use of an electronic computer, there does 
not seem to be any point in developing 
variances that are not likely to be signifi- 
cant. It is quite likely that material vari- 
ances may be analyzed to a greater degree 
if such costs are an important part of the 
product, but the analysis of labor vari- 
ances by cost center will usually be sufh- 
cient. 


CASE HISTORY 


Perhaps a clear exposition of the prob- 
lem of mechanizing cost accounting can 
be made by reference to an actual com- 
puter program. The company involved 
in this case study is not a large company 
and could not justify the use of a com- 
puter on a full-time basis. About a year 
and a half ago, it decided to program the 
entire cost accounting operation on a mag- 
netic-drum, data-processing machine. The 
company’s previous practice had been to 
revise the labor and expense standards 
once every three or four years, as it was 
just too difficult a task to do more often. 

Labor cost control was exercised through 
comparison to previous periods of the 
percentages of deviation from standard 
and these percentages were used to adjust 
the standard labor costs for inventory- 
pricing purposes. The standard costs were 
not used for expense control but percent- 
age adjustments were made for inventory 
pricing. Material costs were not incorpo- 
rated in the standards as the commodities 
involved fluctuated in price quite widely 
thereby making the use of standards 
somewhat difficult for inventory pricing 
or for determining usage variances. 

The calculations necessary to compute 
the value of the inventories and to value 
the production were exceedingly complex 
and required approximately 15 man-days 
before the company was in a position to 
determine the cost of sales for the current 
month. This delayed the monthly state- 
ments considerably beyond the middle of 
each month, and directors’ meetings could 
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not be held until near the end of each 
month. When prices were required for 
special bids, the product ‘costs were re- 
computed with only occasional reference 
to the operating standards, which were 
rarely current enough to be of use for 
this purpose. 


TWO WEEKS’ WORK IN 15 MINUTES 


If the standard product costs could be 
revised monthly to reflect current prices, 
the company would be in a position to 
use these costs for inventory pricing and 
for cost control and such costs would be 
more useful for management decision 
such as costing, matters of alternative 
choice, and for annual planning. It was 
decided, therefore, to program the com- 
puter to: 


1. Determine the average raw material 
cost for each mixture of raw material. 

2. Cost the materials put into produc- 
tion. 

3. Compute the value of in-process in- 
ventories. 

4. Value the finished production. 

5. Revise the standard product costs. 

6. Prepare departmental cost reports. 


This involved some 1200 program 
steps which are completed by the com- 
puter in less than 15 minutes. Not only 
can two weeks’ routine work be done in 
such a short period of time, but the 
standard product costs, which were for- 
merly revised only once every few years, 
are now revised once a month and are 
used for pricing inventories. In addition, 
departmental cost variance statements are 
prepared with a degree of accuracy never 
efte possible and this has been of con- 
siderable value in making management 
decisions. 


MATERIAL COST CALCULATIONS 

The first step, which takes a few sec- 
onds, is to clear the machine and the 
magnetic drum of all previously stored 
data. Next, a series of load cards is in- 
troduced to store the program steps and 
the required constant information. Fol- 
lowing this are introduced the master 
cards which contain the opening inventory 
balances, the price lists, all the necessary 
product formulae, and production infor- 
mation for the current month. Much of 
this information is constant from month 
to month, but any changes that might be 
required in the price lists or product for- 
mulae would be made at the time that 
the current production data are key 
punched. The loading of the program 
takes about two and a half minutes, at 
which time the computer, without hesita- 
tion, starts processing the current month’s 

(Continued on page 242) 
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Indispensable for sound 
business planning 
| and control... 


‘Accountants’ 
Handbook 


The authoritative key 
to sound principles, suc- 
cessful practice over the 
entire field of commercial 
and financial accounting. 
4th Edition of this world- 
famous guide offers ex- 
pert advice for everyone 
who uses accounting in- 
formation or helps to pre- 
pare it... 


Public accountants regularly consult the 
Handbook in planning and executing 
audits, in undertaking systems work, in 
deciding important questions of policy and 
precedent. Accounting Personnel and staff 
accountants refer to it for sure guidance 
on fundamentals, terminology, form and 
procedure — for clear coordination of ac- 
cepted theory and practice. Treasurers 
and Controllers rely on the book in main- 
taining efficient controls; cutting organiza- 
tion costs for personnel, records, machines; 
coordinating work of accounting and other 
departments. Businessmen everywhere 
find the Handbook indispensable for quick 
advice on overlapping accounting, legal, 
and regulatory factors affecting executive 
pay plans, dividends, taxes, depreciation, 
etc. 





RUFUS WIXON, Editor-in-Chief: 
WALTER G. KELL, Staff Editor; 
Board of 28 Contributing Editors 











% 29 Sections — Instant Access 
to Working Information 


Handbook puts the facts you want at your 
fingertips concerning financial statements, 
operating reports, controls, working with 
sales and other revenues, handling costs, 
cash, receivables, inventories. Explains rules 
and procedures in accounting for intangi- 
bles,, paid-in capital, retained earnings, 
appropriations. Covers partnership, govern- 
mental, and fiduciary accounting — ethics 
and performance of independent account- 
ants. 


Big 6 x 9 format. 407 ills., 1616 pp. $15 


Other famous Ronald Handbooks: 


C) Cost Accountants’ Handbook $12 
O) Financial Handbook, 

_ 3rd Ed. Rev. Printing 12 
U Forestry Handbook, 6 x 9 15 
L) Marketing Handbook 12 
(_] Materials Handling Handbook, 6x9 20 


[) Personnel Handbook 12 
C) Production Handbook, 2nd Ed. 6x9 16 


USE COUPON TO ORDER 


Please rush copy (copies) of the I 
ACCOUNTANTS’ HANDBOOK, (4th Ed. $15 1 
i Please send Handbooks checked above 





] © Check enclosed {] Bill me {> Bill Firm f 


I (Postage paid when check accompanies order | 
| Name 
j Firm bis } 
I Address I 

I 


City Zone State 


THE RONALD PRESS COMPANY 
15 East 26th Street, New York 10 




















Cost Accounting and Computers 


(Continued from page 241) 


work. The master cards and interspersed 
current production cards are fed into the 
computer as required. 

Taking one raw material at a time, the 
opening balance, the purchases, and any 
adjustments are added algebraically for 
both quantities and dollars to determine 
the average cost of material available for 
the current month. These raw material 
average costs are stored for subsequent 
use. 

The raw materials transferred into 
process for each required mixture are sub- 
tracted from the material available and 
priced at these average costs. The stand- 


ard material requirements, including pre- 
determined yields and wastage allowances 
are priced at these average costs. At this 
point, the results can be compared to de- 
termine gains or losses due to variations 
from the standard formulae. 

The in-process mixtures are computed 
in a similar manner by averaging the cost 
of material put into process in the cur- 
rent month with the costs of similar mix- 
tures already in process. This particular 
procedure could have been handled in 
other ways but this was the approach that 
the company had used in the past and 
which they preferred to continue with. An 
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Where do You STAND 


on Data-Processing’? 


\ 





Did you know that any company—large or 
small—can take advantage of modern data- 
processing methods to cut costs on clerical 


operations like these? 


STATISTICAL provides a service that combines 
automatic procedures with the latest comput- 
ing and tabulating equipment to give you all 


4 






Sales Analysis 


Accounts 
Receivable 


« 
C4 


General Accounting 


Production Planning 
Inventories 


Budgeting 


Market Research 
Tabulations 


the reports you need. You get them faster, 
more accurately and at lower cost—without investing in additional man- 


power and equipment. 


If you have a tabulating department, STATISTICAL can help you cut costs in 
handling your overloads, retrenchments, conversions and special assignments. 


Just phone or write our nearest office. 


STATISTICAL 
facilities now include the 
IBM 650 electronic com- 
puter which opens new 
avenues of cost control to 
management. 


STATISTICAL 


TABULATING CORPORATION 


Established 1933 - Michael R. Notaro, President 
TABULATING 


CALCULATING + TYPING 


TEMPORARY OFFICE PERSONNEL 


CHICAGO, 53 W. Jackson, HArrison 7-4500  « 
ST. LOUIS, 411 N. Tenth St., MAin 1-7777 + 





NEW YORK, 80 Broad St., WHitehall 3-8383 
NEWARK, National Newark Bldg., MArket 3-7636 


CLEVELAND, 1375 Euclid Ave., SUperior 1-8101 > LOS ANGELES, 541 S. Spring St., MUtual 8201 
KANSAS CITY, 20 W. 9th St., GRand 1-3622 
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alternative procedure would have been to 
value the mixture already in process at 
the revised standard costs and to set up a 
reserve for any inventory gains or losses 
of this type. This inventory could be ad- 
justed periodically to the cost of sales. 

These in-process mixture costs, with 
appropriate adjustment for finishing 
yields, are stored to be used in the fin- 
ished product costs. At this time, about 
400 program steps have been completed, 
but this is not an accurate measure of ef- 
fort, as many of these steps are repetitive 
for each raw material and for each prod- 
uct mixture. In one or two minutes of 
actual operation, about 5,000 calculations 
or transfers of data have been made. 


LABOR AND EXPENSE CALCULATIONS 

Each master product card contains the 
standard labor and expense rates for each 
of seven possible production departments. 
Based on the finished production of each 
department, the work-in-process inven- 
tories and the finished-goods inventories 
are calculated. Standard labor and ex- 
pense allowances are accumulated by de- 
partment at the same time as the product 
costs are determined. When this has 
been done, the finished-goods cards are 
punched, showing all necessary data for a 
— of finished-goods production. The 
labor and expense phase of this opera- 
tion which requires about five to six min- 
utes of machine time involves about 700 
programs and approximately 40,000 sep- 
arate calculations. 


DETERMINATION OF COST VARIANCES 

The final phase is to read in the actual 
labor costs and expenses for each cost 
center, to compare them with the stand- 
ard allowances for labor and expense, and 
to compute the cost variances. These 
results are punched into cards for prepa- 
ration of departmental cost variance re- 
ports. All other data necessary for inven- 
tory reports or for next month's processing 
are also punched into cards for subse- 
quent use, as for instance, the ending in- 
ventories which become the beginning 
inventories the following month. The op- 
erating reports are prepared in a matter 
of minutes on a standard accounting ma- 
chine. 


A SECOND CASE HISTORY 


A brief reference to another case his- 
tory will help to emphasize the versatility 
of this approach. This company, in the 
textile industry, has operated with a cost 
accounting system similar to that used in 
many cotton and woolen mills. Their 
products are many and varied and inter- 
mediate inventories are quite difficult to 
control. 

The complexities of this particular 
problem have been overcome by the use 
of two separate computer programs: one 
for computing the standard costs and a 
second program for utilizing these stand- 
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ard costs in the valuation of finished pro- 
duction, calculation of inventory values, 
and the determination of operating vari- 
ances. The first program is used whenever 
required, and the second program is used 
once a week. It is expected that this will 
eventually be coordinated with an auto- 
matic production recording system so 
that the cost accounting will be almost 
completely automatic. 


SUMMARY 


It should be emphasized perhaps that 

the preparatory work for such a system is 
uite extensive. Just how extensive would 

deen’ on the degree to which the com- 
pany’s present cost accounting system is 
suitable for conversion to an electronic 
approach. While the programming itself 
is fairly costly, most of the work lies in 
getting ready for programming, and in 
setting the information up in suitable cost 
equations for calculation in the computer. 
This must be considered as a permanent 
investment in much the same way as a 
company would invest in a new labor- 
saving machine. 

The advantages are considerable. Not 
only are there the intangible advantages in 
getting information quickly, accurately, 
and in greater depth than previously, but 
there are some definite cost savings that 
will result from using this new approach. 
Obviously, fewer employes will be re- 
quired to do the work involved, and if 
the company utilizes a machine in the 
local service bureau, or time on a ma- 
chine used elsewhere in the company for 
other purposes, the machine cost applica- 
ble to this work would be less than the 
average paycheck of a junior cost ac- 
countant. 

Another factor which is perhaps even 
more important than the operating cost 
savings is that when these complicated 
cost accounting processes are converted 
into a machine program, they become a 
permanent possession of the company and 
the knowledge and experience which has 
contributed to their development, can be 
passed on to new employes with a mini- 
mum of effort. The training of replace- 
ments in this field has always been a diffi- 
cult one and one requiring many years of 
time. The conversion to machine pro- 
grams will relieve a company of virtual 
dependence on one or two older, experi- 
enced employes who might be irreplacea- 
ble. At the same time, it will permit 
these employes to do more constructive 
analytical work by relieving them from 
the necessity of training new personnel 
in the tedious routine so commonly found 
in cost accounting. 

Now is the time, perhaps, for control- 
lers to take a new look at their cost ac- 
counting practices and procedures to see 
whether, through such an approach, they 
can provide cost information for all ob- 
jectives from one electronic cost account- 
ing system. 


THE CONTROLLER * MAY, 1958 








Real Profit Through 
Automatic Data Processing 


A COURSE FOR EXECUTIVES BASED ON A FRANK 
EVALUATION OF BUSINESS EXPERIENCE WITH COMPUTERS 


UTOMATIC data processing has received much publicity, but 
many of its promised achievements have not materialized. 
Though there have been successful installations, many have proved 
fashionable but expensive. Whether your company already has a 
computer or is just beginning to think about one, it will benefit 


from this course. 


FAILURES IN BUSINESS DATA PROCESSING...AND HOW TO AVOID THEM 


This 5-day course provides a con- 
crete, step-by-step plan for each 
phase of a data processing program, 
from initial definition of objectives to 
actual operation of the computer cen- 
ter. It is a practical, realistic course 
in how to make the most out of auto- 
matic data processing. 


In this course you learn from the 
costly mistakes of others. A case-by- 
case analysis shows what has really 
happened in computer installations. 
The reasons behind past failures and 
the extensive experience of experts 
show you how to run a data process- 
ing program successfully. 


With this course you re- 
ceive three volumes of 
specially prepared course 
manuals, beautifully bound 
and boxed. You also re- 
ceive Equipment Data 
Sheets, Original Detailed 
Case Studies, Personnel 
Selection Kit, six months 
subscription to ADP 
Newsletter. 





THE MANAGEMENT SCIENCE TRAINING INSTITUTE 
is the educational division of JOHN DIEBOLD & 
ASSOCIATES, INC., leading professional manage- 
ment consulting firm specializing in the busi- 
ness use of automatic data processing. 






For further information about this 
step-by-step guide to real profit 
through automatic data processing, 
fill out and mail the coupon today. 


THE COURSE WILL BE PRESENTED 
IN THE FOLLOWING CITIES: 
Washington, D. C., May 5-9 

Detroit, May 12-16 

Boston, May 19-23 

Buffalo, June 2-6 
New York, June 9-13 
Pittsburgh, June 16-20 
Hartford, June 23-27 


Pe eS Se SS Se ey 

| Management Science Training Institute G | 
A Division of 

| JOHN DIEBOLD & ASSOCIATES, INC. | 

| 40 Wall Street, New York 5, N. Y. | 
Gentlemen: Please send me a detailed program | 

| of the course on Automatic Data Processing. 
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Management Science Training Institute 
A Division of John Diebold & Associates, Inc. 
40 Wall St., New York 5, N. Y. 
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Keeping Busy Though Retired 


(Continued from page 212) 


WHAT CAN BE DONE IN YOUR CITY? 

I’m sure the opportunities for utilizing 
retired persons in your area are numerous 
and varied. To seek them out and convert 
unused manpower into useful, purposeful 
lives, I think the first step would be to 
find one man, who is interested in working 
on the problem and who sees a challenge 
in it. Like any other idea, it will require 
at least one man of vision and promo- 
tional ability to create a worthwhile, going 
organization. This man then will need to 
prepare an inventory of retired manpower 
to determine what skills are represented 
and to what extent they would be made 
available. Probably from the retirants 
themselves many ideas for civic service 
will be advanced. The number of such 
ideas can be augmented by suggestions 
from civic leaders, municipal officers, 
clergymen and many others. Possibly a 
newspaper could be induced to feature the 


Record Controls’ 
skilled staff is 
prepared to 
study your office 
routines and 
co-ordinate 
your records 
system, recom- 
mending proper 
equipment and 
machines to 


do the best job. 


RECORD CONTROLS, INC. 


CHICAGO ° 209 S. La Salle Street 
NEW YORK ° 60 East 42nd Street 





existence of the organization in several 
articles and encourage readers to send in 
letters containing suggestions for civic 
projects to be studied. Possibly a contest 
could be promoted to select such com- 
munity projects. 

I think, also, there is no doubt that if a 
number of retired executives are willing 
to give of their time and talent, the 
organization would find opportunities for 
service to the business world. These op- 
portunities probably would fall into two 
categories: (1) Counseling and advice to 
small businesses and to individuals con- 
templating entering business for them- 
selves, and (2) operation of a business 
employing handicapped or retired persons 
below the executive level (along the lines 
of Opportunity, Inc. of St. Louis and 
Senior Achievement in Chicago). The 
first category, counseling, would require 
less of the time of the group, per client, 
than would the latter. For in the first in- 
stance the group would be expected 
merely to bring to bear upon the problems 
of the clients its talents for analyzing 
situations and recommending courses of 
action. The data needed for the analysis 
and the actual execution of a selected 
course of action would remain the sole 
responsibility of the client who continues 
to operate his business. The group would 
not be expected to devote its time to the 
direction and supervision of day-to-day 
operating problems of a business. No 
capital would be needed to finance such a 
counseling service. 

The second category, that of operating 
a business along the lines of Opportunity, 
Inc. or Senior Achievement, probably 





The right 


Ask B& M 
about: 


Treasurers 
Controllers 


General 
Accountants 


Budget Specialists 
Auditors 
Cost Accountants 


Machine 
Accountants 


Systems Men 
Tax Specialists 





To you and your organization your personnel 
problem is a special one indeed: that is why 
a talk with one of our highly qualified staff 

. in complete confidence . . 
valuable in bringing about a prompt and com- 
pletely satisfying solution. Available to you 
always is the intimate experience both in ac- 
counting and personnel servicing for many 
companies, large and small. Write or call 
Frank W. Hastings, Kingsley 6-2300. 


BUTTRICK & MEGARY 
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would require the services of a full-time, 
paid manager to direct the operations. For 
such a business some capital would be 
needed. To obtain business for such an 
enterprise, the talents of the sales execu- 
tives would come into play in ascertaining 
what services the industries of your com- 
munity need, or wish, to have performed 
in outside shops. Such services might in- 
clude the assembling of small items, clean- 
ing and repairing of equipment, handling 
extra mailings or performing extra draft- 
ing work. It also could include providing 
typing, clerical, engineering and other 
services on both an emergency basis and 
a regular contract-labor basis. 

Such services would have distinct ad- 
vantages to industry. A business would 
not need to go to the additional expense 
of locating and processing temporary 
employes to perform the work. Work 
could be completed more rapidly. Fringe 
benefit costs would be minimized. 

To prevent the paid employes of our 
proposed enterprise from losing Social 
Security benefits it would be necessary to 
limit their earnings to not more than $100 
a month. This could be done either by 
limiting rate of pay or hours of work so 
as to stay within that figure. Limitation of 
hours of work could be done by schedul- 
ing the individual for only a portion of 
each day or for a limited number of days 
in a month. 

Dr. David E. Sonquist, director of 
Senior Achievement, Inc., warns that there 
are five main things to keep in mind when 
organizing a group for the aging: 

1. The project must be community- 
wide and not have several of the aged 
groups competing against each other; 

2. It must be a separate organization 
and not be connected to a church or a 
labor union; 

3. It must operate completely on a 
merit basis ; 

4. It must be operated on a strictly eco- 
nomical and business base leaving the 
social aspect to churches and clubs; and 

5. It must not mix pay and voluntary 
work. 


I know that I have merely scratched the 
surface of this subject. I hope that what I 
have been able to present is of value to 
you in studying the problem of utilizing 
retired, but available and eager, man- 
power. 
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A. C. KALMBACH, President of FOUR OF THE many interesting books published by the 
Kalmbach Publishing Co. 


the Kalmbach Publishing Co. 





A NATIONAL SYSTEM has greatly simplified the accounting procedure of the Kalmbach Publishing Co. 


“Our Walional System 
saves us *11 400 a year... 


pays for itself every 9 months!’ 


“Our National System makes it 
easier for us to analyze sales because 
it supplies us with detailed business 
information in concise form,” writes 
A. C. Kalmbach, President of the 
Kalmbach Publishing Co. “This is 
just one of the many ways in which 
our Natienals have increased the 
efficiency and economy of our oper- 
ation. 

“Our National Bookkeeping Sys- 
tem completes all our accounting 
work with speed and efficiency. It 


eliminates costly overtime work, and 
at the same time, makes it possible for 
us to complete end-of-month state- 
ments on time. In all, our National 
System reduces our work load by 
approximately 630 hours per month. 

“Our National System saves us at 
least $11,400 a year, pays for itself 
every 9 months!” 


BOLL 


President of the Kalmbach Publishing Co. 


THE NATIONAL CASH REGISTER COMPANY, Dayton 9, Ohio 


989 OFFICES IN 94 COUNTRIES 


? 
—Kalmbach Publishing Co. 


Milwaukee, Wisc. 


Your business, too, can benefit from the 
time- and money-saving features of a 
National System. Nationals pay for 
themselves quickly through savings, 
then continue to return a regular yearly 
profit. For complete information, call 
your nearby National representative to- 
day. He’s listed in the yellow 
pages of your phone book. 
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checking accounts. Each of the machines Aut 
processes 4,000 accounts on a single-post- A 
ing basis as compared with 1,500 accounts any 
oter on older equipment requiring a dual-post- th 
ing run. Nes | tape 
First Pennsylvania is preparing for with 
eventual automatic processing of checks 4 bo 
Pr by assigning a code number to each of its ecor 
special checking account customers. The af 6 
code number together with the Federal rot 
Reserve routing symbol will be printed in i 
magnetic ink across the bottom of the org 
Aid to Education counting teachers; these grants to be made check. P 
v + Z 4 7eS. e 
The Haskins & Sells Foundation has * 18 colleges zs 
extended its two educational programs, Marchant Calculators, Inc. has aban- L 
established nationally for advancement of GE has announced an education pro- doned development of an integrated elec- tv 
education for the accounting profession, gram whereby engineering students from tronic data-processing system. Instead of onal 
to 55 colleges and universities from the New York and New England could have seeking to go into such big computers, the 
40 institutions that participated when the their initial college expenses paid and at Marchant will expand its product line of plat 
programs were started two years ago. The the same time earn from $60 to $80 a_ rotary calculating machines by adding of c 
new plan provides for a total of 73 annual week. Those selected for the program will mechanical electronic office machines and con 
awards and grants, an increase of 28 over work in the GE plant in Schenectady and devices. Marchant began development of tain 
last year. Under the first program, a $500 attend Union College, studying engineer- an integrated data-processing system in 
award for scholastic excellence in account- ng four nights a week for a four-year pe- 1952. 
ing will be presented annually to an out- tid. Costs of the college training will be e The 
standing student in each of the 55 desig- paid by the company. An electronic machine that can read 2 
nated colleges. The second program pro- : ; ordinary typewritten addresses on enve- 9 
vides for annual grants of $1000 each to This Electronic World lopes and sort them by city and state has 
assist qualified instructors in accounting The First Pennsylvania Banking and been developed by Intelligent Machines i 
while they are pursuing higher academic Trust Company has in operation several Research Corporation. The various sizes Ah 
degrees in preparation for careers as ac- Burroughs Sensitronics to process special of types are read by means of a “‘compara- Ps 
tor circuit’’ which adjusts itself for each x 
CONTROLLERSHIP INFORMATION SERVICE one ee ee of 
of the first letter o e first word. e : 
ee machine is illiterate when it comes to isla 
Some selected highlights of data drawn from handwritten addresses but it is hoped that sel 
Controllership Foundation’s Research on eventually it will be able to read a “Jim- 
BUDGETARY POLICY AND PRACTICE ited = significant number of handwrit- Ins 
ten addresses.” 
( 
A survey of budgetary policy and practice of business en- Union Organizers det 
terprises in Canada and the United States shows that of 424 The AFL-CIO acknowledged the aboli- Fe 
companies included in the survey tion of 100 organizers’ jobs. The savings a 
326 or 77% prepare detailed factory expense budgets ali walt tsisig git ageagloanl eyes cer 
: i, Ne : ' to be about $1 million a year. Official 
332 or 78% prepare detailed distribution (marketing) expense sources said that 55 organizers had been a. 
budgets te a ; 0 
375 or 88% prepare defailed budgets of general and adminis- caapne ane etek Cages ed based $2 
ae expense on length of service while 14 others were fig 
F nee retired; 30 were transferred to other as- 
Regarding long-range plans which the budgets help to signments. cl 
implement aa ane into “operating schedules,” of the Expense Account a 
FES a Among the many forms developed for af 
63% develop long-range sales plans and long-range capital ex- handling line 6a, Shelby Sales Book Com alt 
penditures plans pany has a three-part form which permits a 
54% develop long-range profit plans the employe to give the company the orig- fe 
50% prepare long-range cash plans inal, keep one copy for his own records tri 
38% work up long-range expense plans and attach one copy to his income ws 
34% prepare long-range research expenditure plans. statement. Another form issued by this 
company consists of small two-part receipt M 
The Foundation’s budgetary policy and practice research forms, bound into books. 
has been conducted by Professor Burnard Sord and Profes- P — tre 
: ie stabi sare Vacation Policies : 
sor Glenn A. Welsch of the College of Business Adminis- m 
é Ma Nice. ; A 230-company survey by Dartnell Cor- li 
tration of the University of Texas, under the general direc- oT ee ¥ I 
: ap AES ; - eaten in poration indicates 50% now give paid fe 
tion of Herbert F. Klingman, the Foundation’s director of holidays after three to six months service, , 
Research. up from about 30% in 1952. The “great bs 
majority” of companies no longer ‘“‘dock”’ th 
= aia ee lee CR ik a ns oar ommmernnen 
Rey eee rere re er MAY 1958 weddings and the like. fc 
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Automation at Work 

A plant of the Hughes Aircraft Com- 
any Is operated from punched tapes and 
controlled by digital computers. The digi- 
tape electronic controls have been linked 
with a milling machine, a drill device and 
a boring mechanism to make available the 
economies of mass production in the area 
of small-lot production. Machines for the 
prototype equipment were designed and 
produced by the Dearney & Trecker Cor- 
poration in Milwaukee. 


Link-Belt Company has announced that 
it will build one of the largest automatic 
coal preparation plants in the nation for 
the Clinchfield Coal Company. The new 
plant will wash, dry and screen 1,500 tons 
of coal an hour and will have a 2,500 foot 
conveyor belt to carry refuse to a moun- 
tain top for disposal. 


The Corporate Voice in Politics 

General Electric has announced that it 
plans to take sides on all major issues af- 
fecting business and “‘the public interest.” 
The reason given is that GE officials be- 
lieve that the company, as well as its 
employes, has a stake in the many issues 
decided by governments at the local, state, 
and federal levels. It seems likely that GE 
officials will seek appearances before leg- 
islative committees and will offer ‘‘coun- 
sel and advice’’ to government officials. 


Installment Debt 

Consumers trimmed their installment 
debt by $368 million in January, com- 
pared with a $259 million decrease in the 
like month of 1957, according to the Fed- 
eral Reserve Board. The January drop was 
centered mostly in auto paper and total 
installment credit outstanding was brought 
down to $33.7 billion, where it was still 
$2.2 billion ahead of the January 1957 
figure. 


Election Activity 

The Committee on Political Education 
of the AFL-CIO says it hopes to spend 
almost $1 million for ‘‘liberal’’ candidates 
in 1958 elections. The group will ask the 
federation’s 13.5 million members to con- 
tribute one dollar each. 


Machine Accounting Tab Forms 

The Snapout Forms Company has in- 
troduced continuous stock tab forms for 
machine accounting which have alternate 
light green bands across the face of every 
form at every other one-sixth inch. The 
light green bands consist of a fine screen 
halftone dot that is easy on the eye and 
they act as a visual guide for reading in- 
formation easily and accurately. 
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Will Your Assets Abroad 








Mr. Lance LaBianca, 
AFIA Supervisor for Japan 


Go to Blazes? 


Should fire or other disaster strike your business overseas, are 
you adequately covered with insurance that will fit your specific 
needs? Does your protection comply with local laws and insur- 
ance regulations? Is your liability protected? Will your profits 
continue? 

Sound protection abroad is no simple matter. It takes skilled 
planning by experienced foreign insurance specialists who know 
your business problems and keep abreast with changing condi- 
tions and the insurance requirements of every country. 

The American Foreign Insurance Association, for decades, 
has provided American business operating overseas with that 
type of protection. It also provides your local management 
abroad with the services of experts like Mr. Lance LaBianca, 
AFIA’s supervisor in Japan, for consultation, guidance and 
prompt claims adjustment when a loss occurs. 


Ask your insurance agent or broker to discuss your foreign insurance problems with AFIA. 





AMERICAN FOREIGN INSURANCE ASSOCIATION 
161 William Street * New York 38, New York 
CHICAGO OFFICE . . Insurance Exchange Building, 175 West Jackson Blvd., Chicago 4, Illinois 
DIABREAS OPRIG 6c 6 6 sie 6 cv 400 Vaughn Building, 1712 Commerce Street, Dallas 1, Texas 
LOG ANGERS CPTI 6a sc cc ate es 3277 Wilshire Boulevard, Los Angeles 5, Calitornia 
SAN FRANCISCO OFFICE . . Russ Building, 235 Montgomery Street, San Francisco 4, Calitornia 
WASHINGTON OFFICE . . . Woodward Building, 733 15th Street N.W., Washington 5, D.C. 


An association of 22 American capital stock fire, marine, casualty and 


surety insurance companies providing insurance protection in foreign lands 
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~ MACHINE 
_ ACCOUNTING 


‘[S done easier 
© on the new 


°IT-EZ 


@ STOCK TAB FORM 
made by 


SNAPOUT 


Working with tabulating forms 
that are close ruled increases 
fatigue and eye strain. 

This problem can be elimi- 
nated with the all new I-EZ 
stock tab form. 

The results of I-EZ are 
accomplished by printing 
alternate light green bands 
across the face of the form 
every other % inch. 

These colored bands act as 





g 


@ a visual guide for reading 
information easily. 

|-EZ forms increases produc- 
tion and decreases errors. 
Fewer forms are needed since 

_ it is not necessary to double 
space entries. 

For details and samples of 
I-EZ and Snapout stock tab 
forms and custom tabulating 
forms, send in the coupon below 
attached to your letterhead. 


Please send ples and detail 
on your I-EZ form. 





NAME 





TITLE 





FIRM 





ADDRESS 





CITY STATE 


THE SNAPOUT FORMS CO. 


CHARDON, OHIO 
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TOP MEN ... 


Wencel A. Neuman, Jr. was elected 
president of the De Laval Separator Com- 
pany, Poughkeepsie, N. Y., on April 1. 
At the same time, he was elected president 
of De Laval’s West Coast subsidiary, De 

Laval Pacific Company, Millbrae, Calif. 


ADDITIONAL DUTIES FOR... 

Edmond S. LaRose who was elected vice 
| president and controller of Bausch & 
| Lomb Optical Company, Rochester, N. Y. 
|. . . Clifford A. Sheldrake who has as- 
| sumed the duties of vice president-finance 
| of Todd Shipyards Corporation, New 
| York, N. Y.; he will continue as comp- 
| troller. . . . Cooper Tire & Rubber Com- 
| pany, Findlay, Ohio, has made Bruce E. 
| Esterly vice president and controller. 


| COMPANY CHANGES... . 

| Changes in official duties were recently 
| announced by Monsanto Chemical Com- 
| pany, St. Louis, Mo., for Edward J. Cun- 
| ningham and Irving C. Smith. Mr. Smith 
was elected vice president and Mr. Cun- 
ningham became controller and director of 
accounting. 





| NEW DIRECTORS .. . 

Eugene H. Glaetti, vice president of 
| Hayes Manufacturing Corporation, Grand 
| Rapids, Mich., to the board of United In- 
| dustrial Corporation in the same city... . 

F. W. Ackerman, president of Western 
Greyhound Lines Division of the Grey- 
hound Corp., San Francisco, Calif., to the 
| board of Boothe Leasing Corp., San Fran- 
| cisco. . . . Howard W. Read, vice presi- 
| dent of Alan Wood Steel Company, Con- 
| shohocken, Pa., to the board of Thermal 
| Research & Engineering Corp., also in 
| Conshohocken. 








MISS MANNING 





PROMOTIONS .. . 

Miss Winifred M. Manning has been ap- 
pointed comptroller of the Kellogg Divi- 
sion of American Brake Shoe Company at 
Rochester, N. Y. . . . The election of 
Frank Marino as comptroller of American 
Book Company, New York, N. Y., was 





MR. RAGLAND 


recently announced. . . . Owen H. Me- 
laugh is now assistant controller for budg- 
ets and analysis, Montgomery Ward & 
Co., Chicago, III. 

George B. Roberts was appointed con- 
troller of Young Spring & Wire Corp., 
Detroit, Mich. . . . George R. Stubble- 
bine is now controller of Ensign-Bickford 
Company, Simsbury, Conn... . W. E. 
Tully has been made controller of Dr. 
Pepper Company, Dallas, Texas. . . . The 
election of J. W. Van Gorkom as vice 
president of Union Tank Car Company, 
Chicago, Ill., was recently announced. 
. . . C. Burton Vernooy has become vice 
president-accounting of United States Steel 
Corporation, Pittsburgh, Pa. 

The Gardner-Denver Company, Quincy, 
Ill., recently announced the election of 
William H. Miller as controller. . . . John 
S. Ragland has been elected treasurer of 
Penick & Ford, Ltd., Inc., New York, 
N. Y. . . . Edward A. Ravenscroft was 
named executive vice president of Abbott 
Laboratories, North Chicago, IIl. 

Leonard C. Mallet has been named vice 
president of United Aircraft Corp.,. East 
Hartford, Conn. . . . Benjamin H. Crosby, 
Jr. became acting chief of Khuzestan De- 
velopment Service in Tehran, Iran. Mr. 
Crosby has been in Iran for the past six 
months. . . . Edward W. Jamison is now 
secretary-treasurer of General Time Cor- 
poration, New York, N. Y. 
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Thomas D. Bannon has been named vice 
resident of Kearfott Company, Inc., Lit- 
tle Falls, N. J.; he is currently serving as 
secretary of the Newark Control of Con- 
trollers Institute. . . . Eugene E. Cohen 
was elected financial vice president of the 
University of Miami, Coral Gables, Fla. 
Mr. Cohen is serving as the first secretary 
of the recently chartered Florida Control 
of Controllers Institute. 

Paul M. Crandall has been promoted to 
the position of comptroller of LaGloria 
Oil and Gas Company, Corpus Christi, 
Texas. . . . Jasper Blackburn Corpora- 
tion, St. Louis, Mo., has named Wilbur A. 
Everingham its controller. . . . Elmer F. 
Franz recently became vice president of 
the Yale & Towne Manufacturing Co., 
New York, N. Y. . . . John W. Kelly 
was elected comptroller of Elgin, Joliet & 
Eastern Railway Co., Chicago, Ill. He 
succeeded Grant E. Chessman who retired. 
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NEW APPOINTMENTS .. . 

Upon his relinquishment of the presi- 
dency of A. G. Spalding & Bros. Inc., 
Chicopee, Mass., Walter B. Gerould was 
named chairman of the finance committee. 
Mr. Gerould has been active in the affairs 
of Controllers Institute for many years, 
serving as a national director (1947-53) 
as well as president of its research arm, Con- 
trollership Foundation, Inc. (1951-53). 

J. I. Case Company, Racine, Wis., has 
appointed Ernest N. Chamberlain its con- 
troller. . . . E. H. Eaton has joined Pitts- 
burgh Plate Glass Co., Pittsburgh, Pa., as 
treasurer. Mr. Eaton is currently serving 
as a national director and regional vice 
president (Region IV) of Controllers In- 
stitute. Shepherd Freedland re- 
cently became controller of Herold Radio 
and Electronics Corporation, Mount Ver- 
non, N. Y. 

E. J. Gessner has been elected secretary 
and a director of Royal Electric Manufac- 
turing Co., Chicago, Ill. . . . Raymond 
J. Kenard was appointed vice president- 
finance of Coastal Foods Company, Cam- 
bridge, Maryland. . . . James A. McBride 
is affiliated with Nutrilite Products, Inc., 
Buena Park, Calif., in the capacity of vice 
president and controller. . . . P. J. Volpe 
recently became treasurer of Reynolds In- 
ternational Inc., Richmond, Va. 

C. Arthur Weis is general manager of the 
Detroit News, Detroit, Mich. . . . James 
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MR. EATON 


D. Willson has been elected to the office of 
vice president-finance and treasurer of 
Norris-Thermador Corporation, Los An- 
geles, Calif., as well as a member of the 
board of directors. 


HONORS TO... 

Maurice H. Stans, who has been serving 
as deputy director of the Bureau of the 
Budget and has now taken over from 
Percival F. Brundage the post of budget 
director. 


WRITERS ... 


Marion H. Simpsen, assistant controller, 
Fox Paper Company, Cincinnati, Ohio, had 
his article on “The Fallacies and Postu- 
lates of Accounting” published in the 
February 1958 issue of NAA Bulletin. 
... The January 25, 1958 issue of Chemi- 
cal Week carried an article by Winfield I. 
McNeill entitled “How to Ease the Pres- 
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sure of the Big Profit Squeeze.” . . . Wil- 
son Seney, senior consultant of McKinsey 
& Company, New York, was the author 
of “Financial Management for an Elec- 
tronic Age,” which appeared in a recent 
issue of Dun's Review and Modern In- 
dustry. ...R. B. Curry, comptroller, 
Southern Railway System, Washington, 
D. C., was the author of a review of the 
book “Installing Electronic Data-Process- 
ing Systems” by Richard G. Canning, 
published in the February issue of Data 
Processing Digest. 


SPEAKERS .. . 

Dudley E. Browne, vice president-finance 
and controller of Lockheed Aircraft Cor- 
poration, Burbank, Calif., spoke on ‘Do 
We Really Want To Be Accountants ?” at 
the March 12 meeting of the Los Angeles 
Chapter of the Federal Government Ac- 
countants Association. Mr. Browne is 
chairman of the board of directors of 
Controllers Institute. ...E. A. Math- 
eney, Sr., controller and secretary, Jenkins 
Music Company, Kansas City, Mo., dis- 
cussed internal audits from the control- 
ler’s viewpoint at a meeting of the Kansas 
City chapter of the Institute of Internal 
Auditors on April 10. On March 11, he 
addressed the local chapter of the Systems 
and Procedures Association on a related 
subject. Mr. Matheney is a past president 
of the Kansas City Control of Controllers 
Institute. 








A NEW APPROACH TO 


COST REDUCTION 


Write for Information 


McCORMICK & COMPANY 


Consulting Engineers 
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ACCOUNTANTS ABILITY TEST KIT will save 
employers money and hours of valuable time by 
eliminating the guess work in hiring and promot- 
ing accounting personnel. No calculations to be 
made or words to write. Average time to com- 
plete Test about 20 minutes and can be graded 
by any clerk in less than 5 minutes. For $5.00 we 
will send you 10 Tests, our Master Grader and 
Instruction Sheet. Satisfaction guaranteed. Ac- 
counting Service Company, Dept. 305, G.P.O. 664, 
New York 1, N. Y. 








APPRAISALS 


determined on the basis of 


REPLACEMENT COST NEW 
Less Depreciation 


@ As Engineers & Architects for In- 
dustrial Plants we know construction 
costs. Since we are constantly deal- 
ing with manufacturers of process 
equipment and machinery, our ap- 
praisal figures on contents are like- 
wise authentic. 


Your inquiry is solicited 


LOCKWOOD GREENE 
ENGINEERS, INC. 


41 East 42nd Street, New York 17 





Boston 9, Mass. Spartanburg, S. C. 








CONTROLLER 


New position with steadily growing 
multi-corporate organization, rated 
AAa-1. National in scope with 250 
offices coast to coast, headquar- 
tered in Atlanta. Must have depth 
of experience in general accounting 
procedures and will be expected to 
develop and simplify systems, rec- 
ords, and reports to meet expand- 
ing business requirements. Must be 
energetic and resourceful with 
proven administrative ability. Prefer 
age range 35 to 45. Salary com- 
mensurate with experience and 
qualifications. Submit complete re- 
sume, including salary history. Inter- 
views in Atlanta at our expense. 


Box D2323 
THE CONTROLLER 
2 Park Avenue New York 16, N. Y. 

















Review of Defense Contracts for Accountants 


(Continued from page 224) 


pay for it by agreeing to a lesser profit 
percentage or amount. 

Guaranteed Loans: The joint Army- 
Navy-Air Force publication previously 
cited, describes this type of financing this 
way: 


Guaranteed loans, usually called “V- 
Loans,” are essentially the same as other 
loans made by financing institutions with- 
out guarantee except that under a standard 
form of guarantee agreement the guaran- 
teeing agency is obligated on demand of 
the lender to purchase a stated percentage 
of the loan and to share losses in the 
amount of the guaranteed percentage. 
Guaranteed loans afford an especially con- 
venient medium for financing borrowers 
who hold subcontracts, or numerous prime 
contracts, or prime contracts with several 
contracting agencies. Funds are disbursed 
and collected by the lending institution and 
its personnel administers the loan. Govern- 
ment funds are not involved except for 
purchases of the guaranteed portion of 
loans or settlement of losses. 


Any prime contractor under defense 
contracts, or subcontractor or supplier, 
may apply to any private financing institu- 
tion for a loan necessary to perform. If 
the bank or other lending agency is will- 
ing to make the loan but considers a gov- 
ernment guarantee necessary, it may file 
an application for such guarantee with 
the Federal Reserve Bank. Ultimately, the 
Federal Reserve Board submits the ap- 
plication to the guaranteeing agency (De- 
partments of the Army, Navy, Air Force, 


Agriculture, Commerce and Interior, 
General Services Administration and 
Atomic Energy Commission). Under 


guaranteed loans, borrowings must be 
made for working capital purposes and 
the use of the money and repayments are 
closely supervised. 

Advance Payments: Advance payments 
are described as: 


. advances of money, made by the 
Government to a contractor prior to, in 
anticipation of, and for the purpose of 
complete performance under a contract or 
contracts. Advance payments are made 
only to prime contractors. They are ex- 
pected to be liquidated from payments due 
to the contractor incident to performance 
of contracts. Since they are not measured 
by performance, they differ from partial, 
progress, or other payments made because 
of and on the basis of performance or part 
performance of a contract. Advance pay- 
ments may be made to prime contractors 
for the purpose of making subadvances to 
subcontractors. 


Advance payments constitute a financ- 
ing method which is rare relative to other 
financing techniques. Except for nonprofit 
contracts with nonprofit educational or 
research institutions for experimental, re- 
search and development work, or con- 
tracts for the management and operation 
of government-owned plants, advance 
payments are usually limited to the fol- 
lowing circumstances: 


1. Contracts for acquisition of facilities 
at cost, for government ownership ; 

2. Contracts involving operations so re- 
mote from a financing institution that 
the financing institution could not be 
expected to provide suitable adminis- 
tration of a guaranteed loan; 
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3. Contracts of such highly classified 
nature that the Department consider 
it undesirable for national security to 
permit assignment of claims under the 
contract ; 


. Rare but essential contracts of those 
contractors, usually weak or overex. 
tended financially, in those cases jp 
which performance may be _ better 
fostered and risks of financial oss 
most effectively minimized by very 
close control of funds and supervision 
of performance by personnel of the 
Department concerned ; and 

5. Contracts for the financing of which a 

financing institution will not assume a 

reasonable portion of the risks under a 

guaranteed loan. 


iN 


Advance payments are also character. 
ized by considerable red tape and govern. 
ment supervision. 

Progress Payments: Progress payments, 
as described in the previously mentioned 
regulations, are: 


- . . payments made as work progresses 
under a contract, upon the basis of costs 
incurred, of percentage of completion ac- 
complished, or of a particular stage of 
completion. As used in these regulations 
this term does not include payments for 
partial deliveries accepted by the Govern. 
ment under a contract, or partial payments 
on contract termination claims. 


Progress payments represent the more 
usual type of government financing, the 
type easiest to obtain, and also a financing 
method most free from red tape. Progress 
payments financing falls into two cate- 
gories, of which the most common is prog- 
ress payment based on costs. There are 
two alternative methods: In one instance, 
progress payments are made up to 70% 
of total costs incurred; in the other type, 
progress payments are made up to 85% 
on the costs of direct labor and material. 
In both instances, the contractor submits 
a statement of costs which, with or with- 
out audit, becomes a billing for a progress 
payment. The progress payments are 
“liquidated” against deliveries of the con- 
tract product. The amount of unliqui- 
dated progress payments is limited to 75% 
of the total contract price. 

When progress payments are made, 
title to all work in process passes to the 
Government. 

Progress payments may also be made 
by prime contractors to their subcon- 
tractors, and the prime contractors in turn 
may secure reimbursement from the Gov- 
ernment. 

Government-Furnished Property: Un- 
der certain circumstances, machinery, 
equipment, tools and direct materials are 
furnished to the contractor by the Gov- 
ernment. Although not usually considered 
as a form of financing, the furnishing of 
government property is tantamount to 
financing. 
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CONTRACT TERMINATION FOR 
CONVENIENCE OF THE GOVERNMENT 


Section VIII of the Armed Services 
Procurement Regulations contains pro- 
visions for submission of termination 
settlement proposals, procedures regard- 
ing disposal of inventories, etc. It is im- 
portant to note that a defense contract 
can be terminated at any time, at the con- 
venience of the Government. The right of 
the Government to thus terminate a con- 
tract is set forth in a standard termi- 
nation clause included in every contract. 
As a consideration for terminating the 
contract, the Government reimburses the 
contractor for all costs incurred, plus ex- 
penses of termination, plus a reasonable 
profit, less any credits obtainable from the 
disposal of work in process when author- 
ized by the contracting officer. 

Upon receiving a notice of termination, 
it is essential that the contractor imme- 
diately stop all work and terminate all 
subcontracts and purchase orders with 
suppliers. This is important because un- 
authorized costs incurred after the effec- 
tive date of termination will not be reim- 
bursed by the Government. 

With reference to earlier discussions 
of allowable and unallowable costs, it is 
noted that ASPR, Section VIII, sets forth 
cost principles applicable specifically to 
terminated fixed-price contracts. 


RENEGOTIATION 

Whereas price redetermination is an 
administrative procedure of the military 
departments, and any recaptured excessive 
profits are returned thereto either through 
refund or reduction in price, renegotia- 
tion is effected by a separate agency, un- 
der its own rules and regulations, and the 
excessive profits recaptured are returned 
to the Treasury of the United States with- 
out any benefit to the military depart- 
ments which awarded the contract. 

The first Renegotiation Act was passed 
in 1942. Since then there have been new 
Renegotiation Acts and amendments and 
extensions to Renegotiation Acts. The lat- 
est extension made renegotiation effective 
to December 31, 1958. With defense spend- 
ing approximating $40 billion it is very 
likely that “renegotiation is here to stay.”! 

Renegotiation is governed by public 





CHANGING YOUR ADDRESS? 


law and provides that all contracts with 
the military, and certain other executive 
departments, subject to certain exceptions 
regarding dollar amounts and types of 
products, are subject to renegotiation. 
The word “renegotiate” means, “. .. a 
determination by agreement or order . . . 
of the amount of any excessive profits.” 
The term “excessive profits” is not really 
defined in the Renegotiation Act except 
for the listing of certain factors which are 
supposed to be taken into consideration 
by the Renegotiation Board in arriving at 
excess profits. 

As a preliminary to renegotiation pro- 
ceedings, every firm holding contracts or 
subcontracts subject to renegotiation must 
file financial statements and other re- 
quired information with the Board. 
Where the Board is of the opinion that 
excess profits have been or may have 
been made, it sends a notification to the 
contractor that renegotiation proceedings 
will be commenced. By statute, the Rene- 
gotiation Board has the right to audit the 
contractors’ books and records. However, 
as a practical point, the Renegotiation 
Board does not have a staff of auditors 
and seldom performs actual audits. The 
renegotiation officials study and analyze 
the financial statements and other infor- 
mation submitted by contractors and sup- 
plements this analysis by visits and by 
telephone and written requests for addi- 
tional information. Thereafter, the rene- 
gotiation accountant issues a report to the 
renegotiator, discussions are held with the 
contractor, and either an agreement is 
reached as to the amount of excess profits 
or, in the absence of such an agreement, a 
unilateral determination is made by the 
Renegotiation Board. The only appeal 
against the assessments by renegotiation 
officials, outside the renegotiation agency 
personnel, is to the tax court. 

Based on the latest revisions in the Re- 
negotiation Act, contractors whose rene- 
gotiable sales are less than $1 million an- 
nually are exempt. The Act also exempts 
certain agricultural commodities, new dur- 
able productive equipment, and standard 
commercial articles. 

*This was the title of my paper published 
in the July 1955 issue of the Journal of Ac- 
countancy at which time the law had been 
extended through 1954. 








Notice of change of address for THE CONTROLLER 
should be received in the editorial offices of THE CON- 
TROLLER, Two Park Avenue, New York 16, N. Y., before 
the first of the month to affect the following month’s issue. 
For instance, if you desire the address changed for your 
July issue, we should be notified of your new address before 
June 1. Be sure to include your postal zone as well as your 
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29 States Pay Jobless Compensation 
for Six Months or More 


NEMPLOYED PERSONS in 29 states can 

collect weekly out-of-work payments 
for a period of six months or more, ac- 
cording to Commerce Clearing House. In 
the remaining 19 states, the duration of 
payments ranges from 16 to 24 weeks, 
says the CCH report. 

A state-by-state survey by Commerce 
Clearing House shows that while the 
amounts of weekly out-of-work payments 
have been increasing in every state over 
the past several years, the duration of such 
payments has also increased in all but 
three states. 

In a comparison of pre-World War II 
days with the present time, the CCH sur- 
vey discloses that in 1940, over the 48 
states, the average period during which a 
jobless worker could draw state unem- 
ployment benefits was about 16 weeks. 
Today, the average duration of jobless pay 
among the 48 states is 24 weeks. 


Pennsylvania, for instance, made the 
greatest advance in the number of weeks 
the unemployed could draw benefits. In 
1940, the Keystone state paid out-of-work 
benefits for only 13 weeks. Today, this 
state leads the nation in duration, paying 
benefits for a period of 30 weeks. 

The average maximum amount that is 
available annually through the 48 state 
agencies to an unemployed worker is 
$851.33, according to the CCH survey. In 
1940, this average was only $247.75. 

Taking into account the increase in the 
average amount of weekly benefit, plus 
the added duration of such benefits since 
pre-war days, the CCH survey shows that 
Connecticut has granted the greatest in- 
crease in total jobless benefits. In 1940, a 
jobless worker in this state could collect 
only a maximum of $195. Today, he can 
collect as much as $1,560, the highest 
among all the states. 
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WANTED TO BUY 


SITUATIONS WANTED (Continued) 





CPA FIRM will purchase entire practice or 
individual accounts N.E. area. Box 2307. 





SITUATIONS WANTED 





PROFIT ANALYSIS 
Challenging opportunity desired by young man, 
29, B.S. Accounting; M.A. and one year Ph.D. 
Economics. Experience includes profit planning 
and analysis, sales forecasting, inventory con- 
trol, budget analysis, etc. Prefer East. Current 
salary $8,000.00. Box 2311. 


CONTROLLER 
ASSISTANT CONTROLLER 
Ten years’ experience in industrial and pub- 
lic accounting. Extensive background in su- 
pervision, cost reduction, systems and proce- 
dures, insurance, taxes, budgets, cost and 
general accounting. CPA, presently employed 
by multiplant printing firm as controller. Age 
33. Resume on request. Box 2320. 


ACCOUNTANT—OFFICE MANAGER 


wishes to relocate in Colorado. Ten years’ 
experience in payroll, general ledger and 
taxes. Practical business experience. Consci- 
entious and capable. Welcomes responsibility. 
Graduate of Walton, Chicago (BSA degree). 
Employed in Iowa as accountant-office man- 
ager-treasurer of construction company. Age 
35. Box 2321. 


CONTROLLER-TREASURER 
Financial and accounting executive with 
broad administrative experience seeks career 
connection with medium-sized manufacturing 
firm showing excellent growth pattern. Spe- 
cialist in managerial controls, reports, and 
cost reduction methods, both factory and 
clerical. Supervisory and working experience 
in all phases of accounting, both single and 
multiplant. Skilled in modern techniques in- 
cluding IBM and Rem-Rand. Discussion 
leader American Management Association Fi- 
nance Workshop Seminars. CIA member. Ad- 
ditional details upon request. Will relocate. 
Salary open, Box 2322. 


CHALLENGING POSITION IN 
CONTROLLER’S OR TREASURER’S 
OFFICE 
CPA, BBA, age 28. Seven years’ public and 
private accounting experience preparing fi- 
nancial statements and reports, budgets, esti- 
mates, taxes; auditing; installing accounting 
systems; analyzing and interpreting financial 

data. Box 2324. 


CONTROLLER OR 
ASSISTANT CONTROLLER 


Member CIA. Past four years full controller- 
ship experience in medium-sized manufactur- 
ing organization. Previously held position as 
treasurer; also have diversified public account- 
ing experience. Prefer metropolitan New York 
area. CPA (N. Y.). Age 44, married. Box 
2329: 





NOTE: Tue ConTROLLER reserves the right to accept, reject or censor classified copy and takes no responsibility 
for the people contacted through this column nor does it guarantee any item bought or sold. 





Nevada, too, showed a big increase jp 
the CCH survey. In 1940, the total maxi- 
mum benefit amounted to $270. Today, it 
is $1,495. Michigan also registered a big 
jump, from $256 in 1940 to $1,430 in 
1958 in total benefit. 

Alabama, Arkansas and Louisiana are 
the only states that did not register at least 
a 100 per cent increase over the 18-year 
period in total allotments to each unem.- 
ployed worker. All other states have 
doubled, tripled or quadrupled total bene. 
fits since 1940. 

A bill increasing the maximum weekly 
benefits to $34 in Kentucky has just been 
passed by the legislature and awaits the 
Governor's approval. 

The CCH survey notes that the Terri- 
tory of Alaska pays a maximum weekly 
allowance higher than any of the states of 
$70 a week for a period of 26 weeks to 
its citizens out of work. Hawaii pays $35 
a week for 20 weeks and the District of 
Columbia pays $30 a week for 26 weeks. 

This bill, now awaiting action by the 
Senate Finance Committee, would also es- 
tablish a federal reinsurance fund to aid 
those states most severely hit by unem- 
ployment. 

The CCH survey contains a table of 
unemployment compensation statistics for 
each of the 48 states, showing present 
maximum weekly benefits to unemployed 
workers, including allowances for de- 
pendents in some states, and the number 
of weeks such payments are allowed. 


Taxpayers’ Arithmetic Errors 


Arithmetic errors on federal income tax 
returns last year cost 1,090,000 taxpayers 
an average of $90 each in added taxes, 
according to Commerce Clearing House. 

Another 615,000 taxpayers received 
automatic refunds of mistaken overpay- 
ments totaling $42,979,000 and averag- 
ing $70 each through the same process of 
mathematical verification carried on by 
the Internal Revenue Service. 

The CCH analysis of the Commis- 
sioner’s annual report shows that the tax- 
payers favored themselves in about two 
out of every three returns where they 
miscalculated. Bills for the shortages, to- 
taling $98,123,000, were dispatched im- 
mediately upon discovery of the careless 
figuring. 

The total dollar volume of miscalcula- 
tions was $141 million in fiscal 1957, 
compared with $107 million in 1956. 

About 11 out of every 12 returns filed 
during last year were included in the 
mathematical verification operation. This 
large volume of 56 million returns €x- 
ceeded the number verified in 1956 by 26 
per cent. 

The dollar volume, however, of inac- 
curacies detected was 30 per cent greater 
and the number of erroneous returns was 
increased by 29 per cent over the previous 
fiscal year, according to the CCH report. 
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